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OVERVIEW

The City of San Diego (the “City”), through the Chief Financial Officer, executes debt instruments,
administers debt proceeds, manages ongoing disclosure and debt compliance, and makes debt service
payments, acting with prudence and diligence and with attention to prevailing economic conditions. The
City believes that debt is an equitable means of financing projects and represents an important means of
meeting fiscal responsibilities.

The debt policy primarily addresses debt instruments/securities issued by the City in public or private bond
markets. This is consistent with examples of debt policies of other comparable municipalities, GFOA
guidelines, and rating agency guidelines. The debt policies pertain to debt that is typically incurred when
capital is raised in the public or private markets, including borrowings from sophisticated qualified
institutional buyers, to meet the City’s funding needs (the purpose and need for financings is discussed in
Chapter 1). Such debt constitutes obligations whereby a third-party has provided funds, which is evidenced
by the formal execution of a bond or certificate (or a similar instrument), and is held by the third-party until
it is repaid.

The policy does not cover other obligations like contracts payable, notes payable, loans payable (e.g., HUD
section 108 loans, SANDAG loans), arbitrage liability, and net pension obligation (“NPQO”) and/or pension
Unfunded Actuarial Liability (“UAL”) and Other Post Employment Benefits (“OPEB”) UAL. The City’s
Comprehensive Annual Financial Reports (“CAFRs”) provide a complete list of the outstanding long term
liabilities. Following are the sections in the CAFR listing the long term liabilities: Governmental
Activities Long-Term Liabilities; Business Type Activities Long-Term Liabilities; Discretely Presented
Component Units Long-Term Debt; Short-Term Notes Payable; and Third Party Debt (Conduit Debt).
Consistent with GASB standards, the NPO is reflected in the Governmental Activities Note 5 of the CAFR
as a long term liability. Since Fiscal Year 2008, OPEB-related NPO has been captured in the same section
as the NPO. The pension UAL and OPEB UAL are reflected in Notes 11 (Pension) and 12 (OPEB) of the
CAFR.

While various types of debt that may be issued by the City and its related agencies are generally discussed
in Chapter 3 — Types of Financing Instruments, guidelines and parameters established under this policy do
not encompass debt and other liabilities issued by the San Diego Housing Authority® and the Successor
Agency to the former Redevelopment Agency of the City of San Diego® (“Successor Agency”).

The policy documents the City’s procedures and goals for the use of debt to finance City needs. A regularly
updated debt policy, in conjunction with the City’s Capital Improvements Program, the Five-Year Financial
Outlook, the Investment Policy, and the Cash Reserve Policy, serves as an important tool that supports the
use of the City’s resources to meet its financial commitments and to maintain sound financial management
practices. This policy is enacted in an effort to standardize and plan the issuance and management of debt
by the City. While the Debt Policy serves as a guideline for general use, it allows for exceptions in
extraordinary conditions.

Appendices of this Debt Policy include: Appendix A, which provides policy direction on Special Districts
Formation and Financing; Appendix B, Council Policy 100-12 (Industrial Development Bond Program),
which provides policy direction with regard to Industrial Development Bonds (also refer to Chapter 3,

! The San Diego Housing Commission administers the Multifamily Mortgage Revenue Bond Program (See Appendix
C).
% The City of San Diego Redevelopment Agency was dissolved as of February 1, 2012 (See Section 3.6).
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Section 3.9); Appendix C, the San Diego Housing Commission Policy Multifamily Mortgage Revenue
Bond Program; and Appendix D, Council Policy 800-14, “Prioritizing CIP Projects.”

The primary objectives of this debt policy are to establish guidelines for the use of various categories of
debt; create procedures and policies that minimize the City’s debt service and issuance costs; retain the
highest practical credit ratings; and to provide full and complete financial disclosure and reporting.

The City’s Debt Policy is also designed to:

= Establish parameters for issuing and managing debt;

= Provide guidance to decision makers related to debt affordability standards;
= Document the pre- and post-issuance objectives to be achieved by staff;

= Promote objectivity in the debt approval decision making process; and

= Facilitate the actual financing process by establishing important policy decisions in advance.

A biennial review of the Debt Policy will be performed and any changes to the Debt Policy will be brought
forward for City Council consideration and approval. Further, in the event there are any deviations or
exceptions from the Debt Policy when a certain bond issue is structured, those exceptions will be discussed
in the staff reports when the bond issue is docketed for City Council’s consideration.
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CHAPTER | - PURPOSE & NEED FOR FINANCING

1.1 Purpose of Financing

The City borrows money primarily to fund long-term capital improvement projects, essential equipment and
vehicle needs, and to refinance existing debt. The issuance of debt to fund operating deficits is not
permitted, with the exception of Tax and Revenue Anticipation Notes.® Debt will be used to finance
eligible projects only if it is the most cost-effective means available to the City.

While the “pay-go” means of using current revenues to pay for capital projects is often considered the
preferred means of financing because it avoids interest payments, it may not be entirely equitable. The
“pay- go” funding option requires current citizens to pay taxes over long periods of time in order to
accumulate reserves sufficient to pay for capital projects. The City would be able to undertake capital
projects under this method only if sufficient cash accumulates. Prudent use of debt financing rather than
pay-go funding of capital projects can facilitate better allocation of resources and increased financial
flexibility.

The three primary borrowing purposes are summarized below:

A. Long-Term Capital Improvements

The City’s Public Works Department will prepare a multi-year Capital Improvements
Program (CIP) working with individual departments and agencies in accordance with
Council Policy 800-14, “Prioritizing CIP Projects” (see Appendix D). The CIP will include
projections for the upcoming fiscal years and will be updated during each Annual Budget
process or if there are significant changes to the scope and/or cost of projects. In
accordance with Council Policy 800-14, future operations and maintenance costs associated
with capital improvement projects will be developed and identified prior to submission of
the project for approval. The Financial Management Department will work with the Public
Works Department to ensure that accurate and complete budgeting of the CIP is prepared
as part of the City’s Annual Budget process.

Since the aggregate cost of desired capital projects generally exceeds available funds, the
capital planning process prioritizes projects and identifies the funding needs. The City will
initially rely on internally-generated funds and/or grants and contributions from other
governments to finance its capital needs. Debt will be issued for a capital project only
when it is an appropriate means to achieve a fair allocation of costs between current and
future beneficiaries and if a secure revenue source is identified to repay the debt.

The Debt Management Department, working with City departments within the context of
the Capital Improvements Program and the City’s Five-Year Financial Outlook, oversees
and coordinates the timing, processing, and marketing of the City’s borrowing and capital
funding activities. Close coordination of capital planning and debt planning will ensure
that the maximum benefit is achieved with the limited capital funds. The debt management
process will determine the availability of funds which can be raised through debt based
upon the debt capacity/affordability analysis.

® If necessary, the City may issue Tax and Revenue Anticipation Notes (“TRANS”) to meet its cash flow needs.
TRANS are not deemed to be debt within the meaning of Section 90 of the City Charter. See Section 3.11 for details.

3



City of San Diego Debt Policy

B. Essential Vehicle and Equipment Needs

In addition to capital projects, the City regularly finances certain essential equipment and
vehicles. These assets range from public safety vehicles and garbage trucks to information
technology systems. The underlying asset must have a minimum useful life of three years.
Short-term financings, including loans and capital lease purchase agreements, are executed
to meet such needs.

C. Refinancings/Refunding of Existing Debt

The Chief Financial Officer working with the Debt Management Department will
periodically evaluate its existing debt and execute refinancings when economically
beneficial. A refinancing may include the issuance of bonds to refund existing bonds or the
issuance of bonds in order to refund other obligations, such as pension obligations. See
Chapter V111 for refunding considerations.

1.2 Financing Priorities

All borrowing requests or debt refunding proposals shall be reviewed by the Chief Financial Officer. The
Finance Branch shall be responsible for analyzing the proposal to determine if it is beneficial to the City
and complies with the City’s long-term financial planning objectives. Borrowing requests include any debt
or refunding proposals made to the City involving a pledge or other extension of the City’s credit through
the sale of securities, execution of loans or leases, or making of guarantees or otherwise involving directly
or indirectly the lending or pledging of the City’s credit.

For each financing proposal related to a new capital improvement project, the Finance Branch will work
with the Public Works Department to assess the feasibility and the impact of debt to fund the project based
on the following assessments:

A. Nature of Project and Use of Funds

Each proposal will be evaluated by comparing the nature of the project and use of funds
with competing proposals on the basis of the benefits derived and how it furthers the City’s
policy objectives as laid out in the City’s Annual Budget, Five-Year Financial Outlook,
Capital Improvement Program, and Multi-Year Capital Planning Report.

B. Cost-Benefit Analysis of Project:

A cost-benefit analysis will be required for each project.

1. The benefits of a proposed project must be defined and, where appropriate,
guantified in monetary terms. The funding sources will be identified and
estimated. Where revenues are part of the benefits, all assumptions made in
deriving the revenues will be documented. The validity of the assumptions and the
risk associated with the revenue streams will be assessed.

2. The costs of the project will be estimated, with the basis documented and the risk
associated with the estimates assessed. The uses of funds will be identified and
estimated.
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3. Identify whether project will increase or reduce ongoing operation and maintenance
expenses.
C. Expenditure Plan

A detailed plan for the expenditure of funds will be developed for each project. The
underlying assumptions of the project cost expenditure plan will be documented and the
risk associated with these projections will be analyzed.

D. Revenue for Debt Service Payment

A detailed plan for the debt repayment will be developed for each project. The underlying
assumptions of revenue cash flow estimates will be documented and the risk associated
with these revenue streams will be analyzed. Where general fund revenues are proposed to
service debt, the impact upon budgets will be assessed.

All requests will be prioritized based upon this evaluation. If the Debt Management Director recommends
the financing proposal and the Chief Financial Officer is in concurrence, the Debt Management Department
will prepare the financing proposal for the City Council’s authorization.

1.3 Asset Life

Consistent with its philosophy of keeping its capital facilities and infrastructure systems in good condition
and to maximize a capital asset’s useful life, the City will make every effort to set aside sufficient current
revenues to finance ongoing maintenance needs and to provide reserves for periodic replacement and
renewal. Generally, no debt will be issued for periods exceeding the useful life or average useful lives of
projects to be financed.

The City will consider short or long-term financing for the acquisition, maintenance, replacement, or
expansion of physical assets, including land. For short-term financing, the physical asset must have a
minimum useful life of three years; for long-term financing, the physical asset must have a minimum useful
life of ten years.
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CHAPTER Il - CREDIT RATINGS

2.1 Credit Ratings

The City seeks to maintain the highest possible credit ratings that can be achieved for debt instruments
without compromising the City’s policy objectives. Ratings are a reflection of the general fiscal soundness
of the City, the local economy and other regional economic factors, and the capabilities of City
management. By maintaining the highest possible credit ratings, the City can issue its debt at a lower
interest cost. To enhance creditworthiness, the City is committed to prudent financial management,
systematic capital planning, interdepartmental cooperation and coordination, and long-term financial
planning.

Rating agencies consider various factors in issuing a credit rating; these typically include:

= City’s fiscal status

= City’s financial and general management capabilities

= Economic conditions that may impact the stability and reliability of debt repayment sources
City’s general reserve levels

City’s debt history and current debt structure

The capital improvement project that is being funded

Covenants and conditions in the governing legal documents

The City recognizes that external economic, natural, or other events may from time to time affect the
creditworthiness of its debt. Each proposal for additional debt will be analyzed for its impact upon the
City’s debt rating on outstanding debt. There are no predetermined credit rating formulas available from
the rating agencies, although recent updates to rating methodologies from certain rating agencies have
added transparency to their credit evaluation processes. This information provides a better understanding of
how key quantitative and qualitative factors risk factors are likely to affect rating outcomes. The City will
monitor rating agency guidelines and methodologies regularly to stay informed of changes to the rating
metrics and processes.

The Chief Financial Officer is responsible for managing the rating reviews associated with the City’s
various debt obligations. This effort includes providing periodic updates, both formal and informal, on the
City’s general financial condition and coordinating meetings and presentations in conjunction with a new
debt issuance when determined necessary (see sections 2.3, 5.6, and 5.7). Written disclosure documents to
the Rating Agencies shall be approved by the City’s Disclosure Practices Working Group* (“DPWG”).

The Chief Financial Officer, working with the Debt Management Department and, if applicable, a financial
advisor, shall be responsible for determining whether a rating shall be requested on a particular financing,
and which of the major rating agencies shall be asked to provide such a rating. Obtaining ratings and credit
enhancements for new issuances is discussed in Chapter V.

* The role of the DPWG in review and approval of disclosure documents is further discussed in Sections 6.3 and 6.4.
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CHAPTER Il - TYPES OF FINANCING INSTRUMENTS

There are many different types of financing instruments available to the City; long term financing debt
obligations like General Obligation Bonds, Lease Revenue Bonds and Revenue Bonds would typically
constitute direct debt of the City. The City issues conduit financings to benefit third parties where public
benefit can be achieved. The following are brief summaries of different types of long and short term
financing instruments that the City may consider.

DIRECT DEBT OBLIGATIONS

3.1 General Obligation Bonds

General Obligation (GO) bonds are secured either by a pledge of full faith and credit of an issuer or by a
promise to levy taxes in an unlimited amount as necessary to pay debt service, or both. GO bonds usually
achieve lower rates of interest than other financing instruments since they are considered to be a lower risk.

California State Constitution, Article 16 - Public Finance, Section 18, requires that the issuance of a GO
bond must be approved by a two-thirds majority of those voting on the bond proposition. Uses of bond
proceeds are limited to the acquisition and improvement of real property.

3.2 Certificates of Participation / Lease Revenue Bonds

Certificates of Participation (COPs) and Lease Revenue Bonds (LRBs) are lease obligations secured by an
installment sale or by a lease-back arrangement between the City and another public entity, where the
general operating revenues of the City are pledged to pay the lease payments, which are, in turn, used to pay
debt service on the bonds or Certificates of Participation. These obligations do not constitute indebtedness
under the state constitutional debt limitation and, therefore, are not subject to voter approval.

Payments to be made under valid leases are payable only in the year in which use and occupancy of the
leased property is available, and lease payments may not be accelerated. Lease financing requires the fair
market rental value of the leased property to be equal to or greater than the required debt service or lease
payment schedule. The governmental lessee is obligated to place in its Annual Budget the rental payments
that are due and payable during each fiscal year the lessee has use of the leased property.

3.3 Revenue Bonds

Revenue Bonds are obligations payable from revenues generated by an enterprise, such as water or
wastewater utilities, public golf courses or parking facilities. Because the debt service is directly paid by
the facility, such debt is considered self-liquidating and generally does not constitute a debt of the issuer.

The City’s utility Revenue Bonds are payable solely from the City’s Water or Wastewater Enterprise Funds
and are not secured by any pledge of ad valorem taxes or general fund revenues of the City. In accordance
with the agreed upon bond covenants, the revenues generated by these Enterprise Funds must be sufficient
to maintain required coverage levels, or the rates of the enterprise have to be raised to maintain the revenue
coverages. The issuance of revenue bonds does not require voter approval.
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OTHER DEBT OBLIGATIONS

3.4 Revenue Securitizations

Revenues are said to be securitized when the right to receive the revenues is sold to investors at a
discounted price in exchange for an upfront lump sum payment. The current value of the receivable is
determined by applying a discount rate to the projected receivable and the buyer of the revenue will offer to
buy the receivable at the agreed discount rate.

Revenue securitization may be used as a mechanism to raise monies when the City is able to identify
suitable revenue streams. Voter approval is not required. However, a legal validation of the financing may
be necessary. The City utilized this mechanism in June 2006 and securitized its future stream of Tobacco
Settlement Revenues.

35 Pension Obligation Bonds

Pension Obligation Bonds (POBSs) are financing instruments used to pay some or all of the unfunded
pension liability of a pension plan. POBs are issued as taxable instruments over a 30-40 year term or by
matching the term with the amortization period of the outstanding unfunded actuarial accrued liability. The
purpose of the pension obligation bond, its structure, and the use of the proceeds will go through an active
validation process prior to the sale of the bonds. POBs are not subject to voter approval.

In California, municipal and county POBs have traditionally been issued under the local agency refunding
law and considered valid without a vote under a judicially created exception to the State Constitution:
Article XVI, Section 18, is a debt limitation exception referred to as “obligations imposed by law.”

If issued, POBs are treated as a general obligation of the City.

POBs may allow municipal governments to borrow at a rate that is lower than the assumed actuarial rate
that is built into the unfunded actuarially accrued liability (UAAL). Such assumed actuarial rate is used to
project the investment rate to be earned on the proceeds of the POBs and the investment rate payable on the
UAAL. The City may consider the issuance of POBs if they are cost effective and in the City’s overall best
financial interest.

FORMER REDEVELOPMENT AGENCY DEBT OBLIGATIONS

3.6 Tax Allocation Bonds

Tax Allocation Bonds are special obligations that were secured by the allocation of tax increment revenues
from the former project areas of a redevelopment agency. Tax Allocation Bonds are not a debt of the City,
the State, or any of their political subdivisions.

Due to changes in the law affecting California redevelopment agencies with the passage of ABX1 26 as
codified in the California Health and Safety Code, the City of San Diego Redevelopment Agency (“RDA”)
was dissolved as of February 1, 2012, and its operations substantially eliminated but for the continuation of
certain enforceable RDA obligations to be administered by the Successor Agency. The terms of ABX1 26
requires successor agencies perform all obligations with respect to enforceable debt obligations, which
include Tax Allocation Bonds - required debt service, reserve set-asides, and any other payments required
under the bond indentures or similar documents governing the issuance of the outstanding Tax Allocation
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Bonds of the former redevelopment agency. The City on behalf of the Successor Agency can refund the
outstanding Tax Allocation bonds and the refunding may be subject to the guidelines in Chapter VIII.

CONDUIT FINANCINGS

3.7 Special Districts Financing

The City’s Special Districts primarily consist of Community Facilities Districts (“CFDs”) and 1913/1915
Act Assessment Districts (“Assessment Districts”). Special Districts are typically developer initiated,
whereby a developer seeks a public financing mechanism to fund public infrastructure required by the City
in connection with development permits or agreements, and/or tentative subdivision maps. Special District
formation may also be initiated by an established community. Subject to voter approval, once a district is
formed special taxes or assessments may be levied upon properties within the district to pay for facilities
and services directly, or to repay bonds issued to finance public improvements.

The City will consider requests for Special District formation and debt issuance when such requests address
a public need or provide a public benefit. Each application will be considered on a case by case basis, and
the Chief Financial Officer may not recommend a financing if it is determined that the financing could be
detrimental to the debt position or the best interests of the City.

Refer to Appendix A — Special District Formation and Financing Policy, for additional information.

3.8 Marks-Roos Bonds

The Marks-Roos Local Bond Pooling Act of 1985 permits two or more public agencies to form a joint-
powers authority (JPA) to facilitate the financing of public capital improvements, working capital, or other
projects when use of these provisions results in savings in effective interest rate, bond underwriting and
issuance costs, or any other significant public benefit can be realized.

The Public Facilities Financing Authority (“PFFA”) of the City of San Diego as established through the
Third Amended and Restated Joint Exercise of Powers Agreement dated January 1, 2013, is a JPA by and
between the City, the City solely in its capacity as the designated Successor Agency of the former
Redevelopment Agency, and the Housing Authority of the City of San Diego. The amended and restated
JPA, made the City Council the Board of Commissioners of PFFA with the Council President and Council
President Pro Tem serving as the Chair and Vice Chair, respectively.

The Public Facilities Financing Authority has in the past used Marks-Roos bonds to pool and refund certain
assessment district bonds to maximize property owner savings by transforming the existing non-rated land-
secured debt into insured revenue bond debt.

3.9 Industrial Development Bonds

Industrial Development Bonds (IDBs) are securities issued to promote economic development to finance
the construction or purchase of industrial, commercial or manufacturing facilities to be purchased by or
leased to a private user. 1DBs are backed by the credit of the private user and generally are not considered
liabilities of the governmental issuer (although in some jurisdictions they may also be backed by an issuer
with taxing power). While the authorization to issue IDBs is provided by a state statute, the tax-exempt
status of these bonds is derived from federal law (Internal Revenue Code Section 103(b) (2)).
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The Economic Development Department administers the IDB Program pursuant to Council Policy 100-12
(Appendix B). The City, through the City Charter and under the California Industrial Development Finance
Act, has the authority to issue the full range of taxable and tax-exempt conduit revenue private activity
industrial development bonds permitted by the Internal Revenue Code. Bonds may also be issued in
partnership with the California Statewide Communities Development Authority (“CSCDA?”) or the
California Municipal Finance Authority (“CMFA”), both joint powers authorities, in which the City holds
membership.

Since IDBs are tax-exempt municipal bonds, interest rates are substantially lower than commercial
financing rates. The bonds also allow long-term amortization periods up to 30 years (depending on the
useful life of the assets financed), so a growing company will also devote less cash-flow to service loan
principal repayment.

HOUSING AUTHORITY DEBT OBLIGATIONS

3.10 Multifamily Mortgage Revenue Bonds

The Multifamily Bond Program provides below market financing (based on tax exemption of bond interest)
for developers willing to set aside a portion of the units in their projects as affordable housing. The issuer
of these bonds is the San Diego Housing Authority. The authority to issue bonds is limited under the
Internal Revenue Code. The San Diego Housing Commission has a Debt Policy specific to the Multifamily
Mortgage Revenue Bond Program administered by the Housing Commission).

Refer to Appendix C — The San Diego Housing Commission Multifamily Mortgage Revenue Bond
Program, for additional information.

SHORT-TERM BORROWINGS

3.11 Tax and Revenue Anticipation Notes

Tax and Revenue Anticipation Notes (TRANS) are short-term notes, proceeds of which allow a
municipality to cover the periods of cash shortfalls resulting from a mismatch between timing of revenues
and timing of expenditures.

The City may issue TRANS if necessary to meet General Fund cash flow needs in the upcoming fiscal year,
in anticipation of the receipt of property tax and other revenues later in the fiscal year. The issuance of
TRAN:S is authorized pursuant to Section 92 of the City Charter, together with article 7.6 (commencing with
section 53850) of Chapter 4, Part 1, Division 2, Title 5 of the California Government Code. The cash flow
needs are determined by projections prepared by the City Comptroller, working with the City Treasurer, and
reviewed by the Chief Financial Officer. The timing of the note sale, the notes’ due date, and the timing
and structuring of repayment will be components of the cash flow and cash management analysis performed
by the Finance Branch. As tax payments and other revenues are received, they are used in part to repay the
TRAN:S.

TRANS are not deemed to result in the creation of debt within the meaning of Section 90 of the City
Charter. Voter approval is not required.
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3.12 Bond Anticipation Notes

Bond Anticipation Notes (BANS) are short-term interest-bearing bonds issued in the anticipation of long-
term future bond issuances. The City may choose to issue BANSs as a source of interim financing when it is
considered by the Chief Financial Officer to be prudent and advantageous to the City. Voter approval is not
required.

3.13 Lines and Letters of Credit

A Line of Credit is a contract between the issuer and a bank that provides a source of borrowed monies to
the issuer in the event that monies available to pay debt service or to purchase a demand bond are
insufficient for that purpose.

A Letter of Credit is an arrangement with a bank that provides additional security that money will be
available to pay debt service on an issue. A Letter of Credit can provide the City with access to credit under
terms and conditions as specified in such agreements. In the event that a bank facility is being entered into
for a long-term capital need, before entering into any such agreements, takeout financing for such lines and
letters of credit must be planned for and determined to be feasible by the Chief Financial Officer.

When it is considered by the Chief Financial Officer to be prudent and advantageous to the City, the City
may enter into agreements with commercial banks or other financial entities for purposes of acquiring a
Line or Letter of Credit. VVoter approval is not required.

3.14 Lease — Purchase Financings

The City’s Equipment and Vehicle Financing Program (EVFP) provides a mechanism for the short term
financing of essential equipment through a lease-purchase mechanism. The lease purchase terms are
typically three to ten years. Under this program, the City enters into a master lease agreement with a lessor
at the beginning of a fiscal year to finance the lease purchase of essential equipment up to a certain amount.
Equipment is funded on an as needed basis through that fiscal year under this master lease agreement. The
City may enter into other stand alone operating leases and lease purchase agreements on an as-needed basis
without voter approval.

3.15 Commercial Paper Notes

Commercial paper notes (“notes™) serve as a cash management tool that is primarily used to provide interim
funding for capital expenditures that will ultimately be funded from another source such as a long-term
bond. The notes will be used as a short term financing tool for only capital projects. As described in
Chapter 1 (section 1.2 A) projects will be prioritized in accordance with City Council Policy No. 800-14
titled Prioritizing Capital Improvement Program Projects.

Commercial paper notes allow for borrowing smaller amounts as needed based on short term rates in place
of issuing large amounts in the form of long term bonds at long term interest rates. The notes will typically
be structured as revenue obligations for the City enterprises or lease revenue obligations for City General
Fund’s capital needs, similar to the long term Revenue Bonds and the Lease Revenue Bonds. Notes have a
maturity of up to 270 days and thus bear short-term interest rates. Upon maturity the notes can be rolled
over for additional intervals of 270 days with new short-term interest rates until the notes are refinanced
using a 30 year long term bond or cash repayment option.
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Depending on the term of a note and the timing of the long term bond that will ultimately be used to retire
it, notes may need to be remarketed more than once before they are replaced with long-term financing. This
means that notes are subject to rollover remarketing risk — the risk that the note can be reissued timely to a
buyer at a reasonable rate of interest. Additional risk that will need to be considered is that interest rates on
long term bonds can change between the time notes are originally issued and the time at which long term
bonds will retire the notes. If interest rates rise, the total debt service paid using commercial paper and the
long term bonds to take out the notes will increase, although debt service cost differential may still be
achieved. The Chief Financial Officer will evaluate these risks in light of capital market conditions before
proceeding with any issuance of commercial paper.

If approved by the City Council, the inaugural Commercial Paper Program will be limited to an amount
equal to 110% of the dollar value of the next planned long term borrowing for capital projects. The
Commercial Paper Program will additionally specify a not-to-exceed cap on the interest rate to be paid on
the notes. In the course of seeking Council approval of the Program, staff will provide the Council with an
overview of current capital market conditions, including potential risk considerations, and a comprehensive
plan to use the notes to finance specific capital improvements over the next year. Thereafter, a quarterly
memorandum will be provided to the Council describing all outstanding notes and associated capital project
financing activity. The Council may periodically request informational update presentations at either
Committee or Council meetings.

For the inaugural Commercial Paper Program, once a long term bond has been issued to refinance
outstanding notes, the Chief Financial Officer will immediately request that the City’s Municipal Advisor
work with staff to develop a retrospective analysis of all costs associated with using commercial paper
borrowing in conjunction with long term bonds as compared to the alternative of issuing long term debt to
finance capital projects in place of commercial paper borrowing. The Municipal Advisor will then submit a
report of their analysis to the City and, if requested, present their analysis to the Budget & Government
Efficiency and/or Infrastructure Committee.

LOAN OBLIGATIONS

3.16  State Revolving Fund Loans

The California State Water Resources Control Board operates low interest loan programs for a variety of
water and wastewater infrastructure projects. The City’s Public Utilities Department will seek City Council
approval to apply for State Revolving Fund (SRF) loans to finance Water and Sewer utility capital projects.
SRF loan proceeds are an important source of funds for capital projects in addition to the bond proceeds

For all SRF loans approved by the State, the City receives 100% of the project cost and the interest rate is
calculated by taking half of the True Interest Cost (TIC) of the most recent State of California General
Obligation Bonds sale. The term of the loans is 20 years. Compared to traditional bond financing, the City
may realize substantial savings as a result of the low interest rate and 20-year amortization period of the
SRF Loans.

Other State and Federal agencies such as the California Infrastructure and Economic Development Bank (I-
Bank) and the United States Department of Transportation also provide low-cost loan programs to public
agencies for a wide variety of public infrastructure projects including transportation, energy, and economic
development projects. Benefiting departments within the City will evaluate such programs in conjunction
with Debt Management on a case by case basis.
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3.17 HUD Section 108 Loan Guarantee Program

The U. S. Department of Housing and Urban Development (HUD) Section 108 Loan Guarantee Program
allows cities to use their annual Community Development Block Grant (CDBG) entitlement grants to apply
for federally guaranteed loans large enough to finance major community development and economic
development projects. In order to utilize the Program, the City must include the use of Section 108 Loans
in its Consolidated Plan for HUD Programs.

The Economic Development Department currently oversees the fiduciary and reporting requirements of the
City’s current HUD Section 108 loans.

*khkhkkkkkkhkhkhkikikikkx

In addition to some of the long and short term financing instruments described above that the City may
access, the City may also consider joint arrangements with other governmental agencies when a project
serves the public interest beyond the City boundaries. Communication and coordination will be made with
other local, state, and federal governments regarding potential jurisdictional overlap, joint projects, tax
issues, and other issues that may arise. If the potential does exist, then the possibility of grants or cost
sharing will be explored, quantified, and specific financial arrangements and liabilities negotiated.
Municipal issuers are authorized to join together to create a separate entity, a Joint Powers Authority (JPA),
to issue bonds on behalf of the municipality. The City Council may sit as the governing body of the agency
or authority. Other governmental agencies that a municipal issuer can jointly issue bonds include housing
authorities. Typically, joint venture debt is repaid through revenues generated by the project and if
structured as a JPA, a debt issuance associated with joint venture arrangements does not require voter
approval. The City will only be liable for its share of debt service, as specified in a contract executed in
connection with the joint venture debt.

13



City of San Diego Debt Policy

CHAPTER IV - AFFORDABILITY RATIOS

Given the significant restrictions in California on local agency revenue sources, especially those imposed
under Proposition 218, the City is aware of the need to gauge the effect of ongoing debt service on its
budgets and fiscal priorities over time. To provide a debt affordability plan and keep debt levels within
acceptable ranges, the City will consider generally accepted debt affordability standards in evaluating when,
why, and how much debt should be issued. For each new debt proposal, an analysis of these debt
affordability standards will be included in the financing plan brought forward for City Council
consideration. Guided in part by rating agency recommendations, long term debt obligations incorporated
in debt ratios include general obligation debt and general fund backed obligations like lease revenue bonds
and certificates of participation. While other long term liabilities like unfunded pension liabilities are taken
into account in determining the overall credit rating of a municipality, they are not included in these ratios
unless they are owed to a third party over a predetermined schedule (e.g. pension obligation bonds). Debt
affordability ratios discussed in sections 4.1 and 4.2 below pertain only to the City’s long term general fund
debt, and coverage ratios in section 4.3 pertain to revenue bonds such as those issued by the City’s Water
and Wastewater utilities. These affordability ratios and coverage ratios pertain only to debt instruments
issued by the City in public or private bond markets.

4.1 Affordability Ratios for General Obligation Bonds

As discussed in Chapter 1, in assessing affordability, the City shall examine the direct costs and benefits of
the proposed project. The decision on whether or not to assume new general obligation debt shall be based
on these costs and benefits, current conditions of the municipal bond market, and the City’s ability to afford
new debt and service it as determined by an objective analytical approach. This process shall compare
generally accepted measures of affordability to the current values for the City. These measures shall
include:

= Debt per capita: This is the outstanding principal as a percentage of population.

= Debt as a percent of assessed valuation: This is the outstanding principal as a percentage of
assessed valuation.

= Debt service as a percent of operating budget: This is the annual debt service (principal and interest
due annually) as a percentage of general fund revenues.

The City shall monitor and strive to achieve and/or maintain these debt statistics at a low to moderate
classification, as generally viewed by the municipal bond market. The City shall not assume more tax-
supported general purpose debt than it retires each year without conducting an objective analysis regarding
the City’s ability to assume and support additional debt service payments.

Pursuant to Section 90 of the City Charter, the City may incur general obligation bonded indebtedness for
the purpose of acquiring, constructing, or completing any municipal improvements, not including
improvements to the City’s water facilities, in an amount not to exceed 10% of the total assessed valuation
of all real and personal property in the City subject to an annual property tax levy.

The City may also incur indebtedness for the purpose of acquiring or constructing both non-utility related
improvements and water related improvements in an amount not to exceed 25% of the total assessed
valuation®. General Obligation Bonds are authorized by the voters and must receive two-thirds approval.

> All voter approved debt is subject to this limit.
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4.2 Affordability Ratios for General Fund-Supported Debt

An important affordability ratio used in analyzing the City’s debt position with respect to General Fund
supported securities’ debt (including lease revenue obligations and certifications of participation) is the
annual General Fund debt service/lease payment (e.g., payment on lease revenue bonds) as a percentage of
available revenue or expenditures. This ratio, which pertains to only general fund backed debt, is often
referred to as “lease burden.” This analysis excludes enterprise revenue bonds and other obligations
supported by dedicated revenue pledges. Additionally, this analysis excludes other General Fund liabilities
such as loan obligations or the City’s Actuarially Determined Contribution to the pension system or retiree
health care costs. Liabilities of City’s related agencies are also excluded from the debt affordability ratios.

Based on general rating agency guidelines, the City shall strive to maintain its General Fund backed debt
service as a percentage of available revenue below 10%. Affordability analysis as determined by this
measure will be undertaken when new General-Fund supported debt is issued. Further, the availability of
sufficient suitable City properties to serve as lease properties if required for a lease revenue bond measure
will also be evaluated (see Section 3.2 for annual fair rental value requirement). Whenever authorization is
sought for a lease revenue bond, the City Council will be provided with an estimate of the amount of
unpledged and suitable City properties that are expected to be available to support additional lease revenue
borrowings.

In addition to the City’s direct debt burden, debt levels of underlying and overlapping entities such as
counties, school districts, and special districts add to a city’s overall debt burden. The City’s proportional
share of the debt of other local governmental units which either overlap it or underlie it is called
overlapping debt. Overlapping debt is generally apportioned based upon relative assessed value. While the
City does not control debt issuance by other entities, it recognizes that its taxpayers share the overall debt
burden. The City shall include a statement of overlapping debt in its initial and continuing disclosure.

4.3 Coverage Ratios for Revenue Bonds

Long-term obligations payable solely from specific pledged sources, in general, are not subject to a debt
limitation. Examples of such long-term obligations include those which achieve the financing or
refinancing of projects provided by the issuance of debt instruments that are payable from restricted
revenues or user fees (enterprise funds) and revenues generated from a project. Also see Section 3.3,
Revenue Bonds.

The coverage ratio, which is the ratio of available annual revenues to annual debt service, is one of the
primary indicators of the ability of an enterprise to meet its annual operating expenses and debt service
payments. Generally, legal covenants requiring a minimum coverage ratio are set forth in the bond
documents, and are based on the level of security provided to the bondholders (of the senior or subordinate
debt obligations). The City’s Water and Wastewater Revenue Bonds require a legal coverage ratio of at
least 120% for senior bonds and a coverage ratio of at least 100% for senior and subordinate debt combined.
The City will require a rate increase if coverage ratios are expected to fall below the legal coverage levels.

The City will also evaluate appropriate affordable target coverage levels (i.e., financial coverage ratios), for

the outstanding bonds and new debt issue planning when conducting cost of service studies, which are
undertaken periodically for the enterprises.
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CHAPTER V - STRUCTURE & TERM OF CITY INDEBTEDNESS

5.1 Term of Debt

Debt will be structured for the shortest period possible, consistent with a fair allocation of costs to current
and future beneficiaries or users. Borrowings by the City should be of a duration that does not exceed the
useful life of the improvement that it finances and where feasible, should be shorter than the projected
economic life. The standard term of long-term borrowing is typically 15-30 years.

5.2 Rapidity of Debt Repayment

In structuring a bond issuance, Debt Management will manage the amortization of debt, and to the extent
possible, match its cash flow to the anticipated debt service payments.

The City will seek to structure debt with aggregate level principal and interest payments over the life of the
borrowing. “Backloading” of debt service will be considered only when one or more of the following
occur:

= Natural disasters or extraordinary or unanticipated external factors make payments on the debt in
early years prohibitive

= The benefits derived from the debt issuance can clearly be demonstrated to be greater in the future
than in the present

= Such structuring is beneficial to the City’s aggregate overall debt payment schedule

= Such structuring will allow debt service to more closely match project revenues during the early
years of the project’s operation

5.3 Serial Bonds, Term Bonds, and Capital Appreciation Bonds

Serial bonds are bonds maturing annually (or serially) in specified amounts.

Term bonds are those where all bonds, or a portion of the issue equal to that which would mature over a
period of two or more years in a bond issuance, mature at a single time. Term bonds can be structured so
that a portion of term maturity is mandated to be called or retired each year (called “sinking funds”) to
mirror a serial bond structure. The funds paid into the sinking fund each year may be used at that time to
retire a portion of the term bonds ahead of their scheduled redemption. Sinking funds are preferred by
investors since these funds provide the security of knowing that the issuer appropriately budgets and
accounts for its expected future payments. The sinking fund also ensures that the payment of funds at
maturity does not overtax the issuer’s resources at that time. The decision to use term or serial bonds is
typically driven by market conditions when bonds are issued.

Capital Appreciation Bonds (CABSs) are deep discounted bonds that pay investors the face value of the bond
upon maturing. CABSs can be utilized in certain cases to better match a project’s cash flow to the bond’s
debt service.

For each issuance, the City will select serial bonds or term bonds, or both. On the occasions where
circumstances warrant, CABs may be used.
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5.4 Interest Rate

The City currently issues securities on a fixed interest rate basis only. Fixed rate securities ensure budget
certainty through the life of the securities and can be advantageous in a low interest rate environment.

55 Debt Instrument Rating

The Debt Management Director, with a financial advisor if appropriate, will assess whether a credit rating
should be obtained for an issuance and make a recommendation to the Chief Financial Officer. If itis
determined that a credit rating is desirable, the probable rating of the proposed debt issuance is assessed
before its issuance, and necessary steps are taken in structuring the debt issuance to ensure that the best
possible rating is achieved.

5.6 Credit Enhancement

Credit enhancement may be used to improve or establish a credit rating on a City debt obligation. Types of
credit enhancement include Letters of Credit, bond insurance or surety policies (see Section 5.7). The Debt
Management Director will recommend to the Chief Financial Officer the use of credit enhancement if it
reduces the overall cost of the proposed financing or if, in the opinion of the Chief Financial Officer, the use
of such credit enhancement furthers the City’s overall financial objectives.

A Letter of Credit, as discussed in Section 3.13, may be obtained from a major bank, for a fee, to enhance
the credit rating. This letter is an unconditional pledge of the bank’s credit to make principal and interest
payments on the City’s debt in the event insufficient funds are available to meet a debt service obligation.

Bond Insurance is an unconditional pledge by an insurance company to make principal and interest
payments on the City’s debt in the event insufficient funds are available to meet a debt service obligation.
Bond insurance may be obtained from an insurance company and is a potential means of enhancing the
debt’s rating.

5.7 Debt Service Reserve Fund/Surety Policy

Debt service reserve funds are held by and are available to the bond Trustees to make principal and interest
payments to bondholders in the event that pledged revenues are insufficient to do so.

The maximum size of the reserve fund is governed by tax law, which permits the lesser of: 1) 10% of par;
2) 125% of average annual debt service; and 3) 100% of maximum annual debt service. The City may issue
bonds with a debt service reserve fund that is sized at a lower level or without a reserve fund.

The Chief Financial Officer will make a determination on the size of the debt service reserve fund on a
case-by-case basis at the time of a new bond issuance. Factors that are taken into consideration are cost of
setting a debt service reserve fund over the life of the bond issue compared to interest earnings, bond
pricing or credit rating impacts, conditions in the bond documents, if applicable, and other market
conditions.

The reserve fund requirement may also be satisfied by a surety policy, a form of insurance provided by a
bond insurer to satisfy a reserve fund requirement for a bond issuance. Under this arrangement, instead of
depositing cash in a reserve fund, the issuer buys a surety policy by paying a one-time premium equal to a
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percentage of the face amount of the policy. The City may use a surety policy instead of a debt service
reserve fund when economically feasible.

The City will not rely on any uncollateralized credit instruments for any reserve requirement unless justified
by significant financial advantage. If a surety policy is used in lieu of a debt service reserve fund, a provider
distinct from the bond insurer shall be used.

5.8 Capitalized Interest

Generally, interest shall be capitalized for the construction period of a revenue producing project so that
debt service expense does not begin until the project is expected to be operational and producing revenues.
In addition, for lease back arrangements, such as those used for lease revenue bond transactions; interest
may be capitalized for the construction period, until the asset is operational. When warranted, interest may
be capitalized for a period longer than the construction period. Capitalized interest may also be referred to
as “funded interest.”

5.9 Call Options/Redemption Provisions

The Debt Management Director will evaluate and recommend to the Chief Financial Officer the use of a
call option, if any, and call protection period for each issuance.

A call option, or optional redemption provision, gives the City the right to prepay or retire debt prior to its
stated maturity. This option may permit the City to achieve interest savings in the future through refunding
of the bonds with lower interest rates. Often the City must pay a higher interest rate as compensation to the
buyer for the risk of having the bond called in the future. In addition, if a bond is called, the holder may be
entitled to a premium payment (“call premium”). Because the cost of call options can vary widely,
depending largely on market conditions, an evaluation of factors such as the following will be conducted in
connection with each issuance:

. Interest rate premium for adding call provision

. The call premium paid to the bond holder

. Level of rates relative to historical standards

. The time until the bonds may be called at a premium or at par
. Interest rate volatility

Generally, 30-year tax-exempt municipal borrowings are structured with a 10-year call at no premium.
From time to time, shorter call options (6-9 years) may be used at no premium.
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CHAPTER VI - METHOD OF ISSUANCE & SALE

Under the direction of the Chief Financial Officer, Debt Management will coordinate the issuance of all
debt, including issuance size, debt structure, cash flow analysis, and method of sale. The selection of the
financing team and the role of the various consultants are discussed in Chapter VII.

6.1 Method of Sale

Debt issuances are sold by a single underwriter or to an underwriting syndicate through either a public
offering or a private offering. The selected method of sale will be that which is the most advantageous to
the City in the judgment of the Chief Financial Officer, in terms of lowest net interest rate, most favorable
terms in the financial structure used, and market conditions.

Public Offerings — Public offerings can be executed through either a competitive sale or a negotiated sale.
Method of sale for each bond offering is based on the recommendation of the Chief Financial Officer with
advice from the City’s municipal advisor.

Competitive Sale — In a competitive sale, bids will be awarded on a true interest cost basis (TIC),
providing other bidding requirements are satisfied. In such instances where the City deems the bids
received unsatisfactory, it may, at the discretion of the Chief Financial Officer, enter into negotiation
for sale of the securities or reject all bids. In general, the Competitive Sale method is recommended for
“plain vanilla” financings with a strong underlying credit rating, if the bond is not expected to be treated
as a “story bond” by the investors and generally stable and strong market conditions exist. In a
Competitive Sale, the bidder’s role is limited to its review of the offering circular released by the City,
making a credit assessment based on the facts presented in the offering circular, and offering its bid per
the bidding parameters established by the City.

Negotiated Sale —The negotiated sale process provides the City control over the financing structure and
the issuance timing, and provides flexibility of distribution. Negotiated sales may be executed when
competitive sales are not suitable or not a viable option. Examples of such circumstances include
unusual financing terms, market volatility, and weaker credit quality. Special District bonds, which are
often non-rated, are typically issued through a negotiated sale process. In a Negotiated Sale, the
underwriter or the underwriting syndicate for the bonds is identified upfront through a competitive
selection process along with other professionals for the transaction. The underwriter will actively assist
the City in structuring the financing and marketing the bonds including providing assistance in
preparing the bond offering circular.

Private Offerings — When determined appropriate by the Chief Financial Officer, the City will negotiate
financing terms with banks and financial institutions for specific borrowings on a private offering basis.
Typically, private offerings are carried out by the City when extraneous circumstances preclude public
offerings, as an interim financing, or to avoid the costs of a public offering for smaller issuances.

6.2 Bidding Parameters
In a Competitive Sale, the Notice Inviting Bids will be carefully constructed so as to ensure the best

possible bid for the City, in light of existing market conditions and other prevailing factors. Parameters to
be examined include:
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. Limits between lowest and highest coupons
. Discount or premium coupons

. Use of bond insurance

. Call provisions

Pursuant to California Government Code Section 53693, Debt Management will publish the Notice Inviting
Bids in a financial publication generally circulated throughout the state or reasonably expected to be
disseminated among all prospective bidders for the proposed bond issuance.

6.3 Initial Disclosure Requirements

Debt Management, together with the City Attorney’s Office and Disclosure Counsel, coordinates all the
necessary documents for disclosure, with input from various other City departments (as applicable for a
particular bond issuance) and outside consultants. Each publicly offered debt issuance will meet the
disclosure requirements of the Securities and Exchange Commission (SEC) and other government agencies
before and after the bond sale takes place. The disclosure documents, particularly the Official Statement,
will provide the potential investor with full and accurate information necessary to make prudent investment
decisions. Information for City backed transactions generally includes: the City government description;
description of project being financed, annual financial data and financial statements in appendices, various
liabilities; tax base, current debt burden, history of tax collection and bond repayment, future borrowing
plans, and the source of funds for the proposed debt repayments, as well as specific bond data and bond
holder risk factors.

All primary disclosure documents, which are a part of the bond offering documents (e.g., Official
Statement), will be approved by the Disclosure Practices Working Group (“DPWG”) before being taken to
the City Council for approval (see Section 6.4). The City will also provide ongoing disclosure, in
accordance with the Continuing Disclosure Agreements executed when the financing is authorized, as
required by SEC Rule 15¢2-12 (see Chapter 1X). Ongoing disclosure will also be approved by the DPWG
before it is disseminated to the markets.

The DPWG Disclosure Controls and Procedures (Appendix F) details the preparation and approval process
of primary disclosure documents.

6.4 Approval Process

In coordinating the bond issuance process, Debt Management will work with the City Attorney’s office,
other responsible City departments, and outside consultants to compile all bond related documents (see
Chapter VI for the role of various outside consultants). The City Attorney’s office will assess any legal
issues that may arise with respect to the issuance of the bonds. In circumstances where there may be legal
uncertainty about some aspect of a proposed bond transaction, the City may pursue an active validation
action to obtain judicial approval before the bonds are issued. If a bond transaction is controversial and
gives rise to a reverse validation action, the City may find itself a party to that litigation.

All proposed debt financings shall be authorized by the City Council. To ensure accuracy, all disclosure

and bond related documents will go through many levels of review prior to being submitted for City
Council approval.
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. As stipulated by City Ordinance 0-19942, the City’s DPWG will serve as an oversight body
that is responsible to ensure accuracy of disclosure documents. See Appendix F for DPWG
Disclosure Controls and Procedures.

. The City’s Audit Committee will serve as an oversight body that is responsible to ensure
accuracy of the audited financial statements.

. Pursuant to the City’s Municipal Code, section 22.2301, the Independent Budget Analyst
(“IBA”) assists the City Council with regard to its decisions. The IBA will be provided
advance copies of all documents related to the proposed bond financings for its review.

. Bond related documents will be submitted by established docket deadlines. All efforts will
be made to distribute documents to reviewers at the earliest possible date.

= A form of the preliminary official statement (“POS”) will be provided to the City
Council for review at least two weeks prior to approval request.

= All updates to a POS or an official statement (*OS”) following City Council
approval will be provided to the City Council and IBA for review approximately
three (3) business days before they are printed.

. Pursuant to City Charter Section 99, legal notice regarding the City Council hearing of the
bond documents when approved via ordinance will be placed in a publication of general
circulation 10 calendar days in advance of the hearing date.

. Debt Management, the City Attorney’s office, and other responsible City Departments will
engage in briefing Councilmembers and their staffs regarding the proposed bond financing
prior to the City Council hearing.

Pursuant to City Charter Section 99, all financial obligations of the City extending for a period of more than

five years have to be authorized by ordinance adopted by a two-thirds majority vote of the City Council.
Financial obligations of a shorter period may be authorized by a resolution.
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CHAPTER VIl — FINANCING TEAM — ROLES AND SELECTION PROCESS

The Debt Management Director, working with the City Attorney’s Office and the City’s Purchasing
Department, shall be responsible for establishing a solicitation and selection process for securing
professional services that are required to develop and implement a debt issuance. Goals of the solicitation
and selection process shall include encouraging participation from qualified service providers, both local
and national, and securing services at competitive prices.

7.1 Selection and Compensation

The identification of financial advisors, trustees, and paying agents is accomplished through a selection
process conducted by Debt Management, and may also be based upon recommendations from advisors that
are specifically skilled in the type of bond issuance being proposed.

Selection of consultants will be made from either an as-needed pool, which is assembled via a Request for
Qualifications (RFQ) process, or a separate RFP issued for a specific bond issuance. Once the selection of
a financial advisor has occurred, the financial advisor will assist the City in the selection of other service
providers, including underwriters, trustees, escrow agents, credit enhancers, verification agents, title and
insurance companies, and printers.

Compensation for Bond Counsel, Disclosure Counsel, Financial Advisors, and other consultants will be as
low as possible, given desired qualification levels, and consistent with industry standards.

The City may encumber and advance the fees associated with financial advisory services, which are later
reimbursed from the bond proceeds, or may enter into contracts on a contingent basis. Compensation for
the other service providers listed above is typically included in the cost of issuance, and paid from the bond
proceeds. The ongoing trustee fee, semi annually or annually, for a bond issuance is budgeted under
administration costs and appropriated in respective bond payment accounts.

The City Attorney’s Office will take the lead in selecting the Bond Counsel and the Disclosure Counsel.
Generally, Bond and Disclosure Counsel compensation is contingent on the issuance of bonds, and is either
paid or reimbursed from bond proceeds. This practice is generally consistent with industry standards.

Eligible City staff costs related to issuance of long-term bonds may also be reimbursed from bond proceeds.

7.2 Financing Team: Outside Consultants

Contracts with Financial Advisors, Bond Counsel, and Disclosure Counsel will be processed in accordance
with Administrative Regulation 25.70, “Hiring of Consultants Other Than Architects and Engineers.”

A. Financial Advisors

As needed, the Debt Management Director, in consultation with the Chief Financial
Officer, will identify an independent financial advisor. The primary responsibilities of the
Financial Advisor are to advise and assist on bond document negotiations, transaction
structuring including advising on call provision options and timing of issuance, running
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debt service cash flow numbers, obtaining ratings on the proposed issuance, and generally
acting as an independent financial consultant and economic market expert.

The Financial Advisor will also serve the City as a Municipal Advisor, as defined by and in
accordance with the Dodd-Frank Wall Street Reform and Consumer Protection Act. The
Municipal Advisor has a fiduciary duty to the City. Fiduciary duty is generally understood
to encompass a duty of loyalty and a duty of care to the public agency.

Bond Counsel

The City will retain external Bond Counsel for all debt issuances. As part of its
responsibility in the debt issuance process, the City Attorney will coordinate the selection
of Bond Counsel. Bond Counsel will prepare the necessary authorizing resolutions,
ordinances, agreements, and other legal documents necessary to execute the financing. All
debt issued by the City will include a customary approving legal opinion of Bond Counsel.

Disclosure Counsel

The City will retain Disclosure Counsel for all public issuances that entail City disclosure.
Disclosure Counsel shall be required to deliver a customary 10(b)-5 opinion on City
offering documents. The City Attorney shall oversee the selection of Disclosure Counsel.
The Disclosure Counsel will work with City staff to draft all disclosure documents for a
bond financing.

The City Attorney’s Office may engage separate firms in the capacity of Bond and
Disclosure Counsel or one single firm to perform bond and disclosure counsel functions.

The City also retains a General Disclosure Counsel to review the City materials that are to
reach investors or the securities markets. The General Disclosure Counsel will also be a
member of the City’s Disclosure Practices Working Group.

Underwriters

For a competitive sale, the criteria used to select an underwriter shall be the bid providing
the lowest true interest cost to the City.

For a negotiated sale debt issuance, the Chief Financial Officer, working with Debt
Management, will identify underwriters. The Chief Financial Officer will recommend to
the City Council the selected underwriter or a syndicate of underwriters. Underwriters will
be required to demonstrate sufficient capitalization and experience related to the debt
issuance being proposed, among other criteria determined for each issuance. The Chief
Financial Officer will consider the following criteria in selecting an underwriter and/or a
syndicate:

. Experience with the particular type of financing, and size of the financing
. Overall experience

. Familiarity with City issues

. Marketing expertise

. Distribution capability

. Previous experience as managing or co-managing underwriter

. Financial strength, as evidenced by the firm’s current financial statements
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. Experience of the public finance team assigned to the financing
. Resources to complete the financing

. Compensation

= Community Reinvestment®

Trustee / Paying or Fiscal Agent

A Trustee or Paying/Fiscal Agent is the institution — usually a commercial bank or trust
company — appointed in the indenture or bond resolution to act as the agent of the issuer to
pay principal and interest from monies provided by or on behalf of the issuer.

Paying or Fiscal Agent duties are typically limited to receiving money from the issuer and
paying principal and interest to bondholders on behalf of the issuer. A Trustee, in addition
to performing the duties of a Paying Agent, is responsible for establishing and holding the
funds and accounts relating to the bond issuance, including accounts for bond proceeds and
revenues, determining that the conditions for disbursement of proceeds and revenues have
been met, and, in some cases, collecting revenues, and executing investments.

The Trustee/ Paying Agent solicitation and selection is typically coordinated by the
Financial Advisor in consultation with the Debt Management Director for a new bond
issuance. The Debt Management Department will monitor the ongoing performance of a
Trustee/Paying Agent. The Debt Management Director, in consultation with the Chief
Financial Officer, may periodically solicit for trustees or paying agent services from
qualified commercial and trustee banks.

Other Service Providers

Other professionals may be selected, at the discretion of the Chief Financial Officer, on an
as-needed basis. These include the services of credit rating agencies, escrow agents, bond
insurance providers, credit and liquidity banks, verification agents, title insurance
companies, and services related to printing.

® In accordance with guidelines stated in Council Policy 900-09 “Community Reinvestment.”
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CHAPTER VIII - REFUNDING OF CITY INDEBTEDNESS

The City will consider refunding its existing debt when benefits of the refunding outweigh the costs and
risks.

8.1 Types of Refunding

A. Current Refunding

A current refunding is one in which the refunding bonds are issued less than 90 days before the
date upon which the refunded bonds will be redeemed.

B. Advance Refunding

An advance refunding is one in which the refunding bonds are issued more than 90 days prior
to the date upon which the refunded bonds will be redeemed. Advance refundings are used to
refinance outstanding debt before the date the outstanding debt becomes due or callable.
Proceeds of the advance refunding bonds are placed into an escrow account with a fiduciary
and used to pay interest and principal on the refunded bonds and then used to redeem the
refunded bonds at their maturity or call date. Internal Revenue Code §149(d)(3) provides that
governmental bonds issued after 1985 may only be advanced refunded once over the life of a
bond issuance.

8.2 Refunding Considerations

Refundings may be undertaken to

Take advantage of lower interest rates and achieve debt service cost savings

Eliminate restrictive or burdensome bond covenants

Restructure debt to either lengthen the duration of debt or free up reserve funds

Refund outstanding indebtedness when existing financial structures impinge on prudent and
sound financial management

Generally, the City will consider a refunding only when there is a net economic benefit; i.e., when there is
an aggregate net present value savings, expressed as a percentage of the par amount of the refunded bonds,
at 3% and above for a current refunding, and 4% and above for an advance refunding. In addition, in the
case of an advance refunding, consideration is to be given to the impact of inefficient investment yields in
the refunding escrow account (i.e., yield on the escrow investment is less than the yield on the refunding
bonds. This inefficiency is also known as negative arbitrage.) Aggregate net present value savings should
be greater than the aggregate amount of negative arbitrage to achieve an economic benefit. These savings
requirements for a refunding may be waived by the Chief Financial Officer upon a finding that such a
restructuring is in the City’s overall best financial interest.

8.3 Refunding Escrows

The City will seek to purchase State and Local Government Securities (SLGS) to fund its refunding
escrows. However, at the discretion of the Chief Financial Officer, the City may choose to fund an escrow
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through purchase of treasury securities on the open market when market conditions make such an option
financially preferred or necessary.
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CHAPTER IX — POST ISSUANCE ADMINISTRATION

9.1 Investment of Bond Proceeds

The proceeds of the bond sales will be invested until used for the intended project in order to maximize
utilization of the public funds. The investments will be made to obtain the highest level of safety. The City
of San Diego Investment Policy and the bond indentures govern objectives and criteria for investment of
bond proceeds. The City Treasurer, or the bond trustees under the direction of the City Treasurer, will
invest the bond proceeds in a manner to avoid, if possible, and minimize any potential negative arbitrage
over the life of the bond issuance, while complying with arbitrage and tax provisions.

9.2 Arbitrage Compliance

The Office of the Comptroller shall establish and maintain a system of record keeping and reporting to meet
the arbitrage rebate compliance requirements as required by the federal tax code. This effort shall include
tracking investment earnings on bond proceeds, calculating rebate payments in compliance with tax law,
and remitting any rebate earnings to the federal government in a timely manner in order to preserve the tax-
exempt status of the City’s outstanding debt issuances. Additionally, general financial reporting and other
tax certification requirements embodied in bond covenants shall be monitored to ensure that all covenants
are in compliance. The ongoing compliance verification function will be coordinated by the Debt
Management Department.

9.3 Ongoing Disclosure

The City will meet secondary disclosure requirements in a timely and comprehensive manner, as stipulated
by the SEC Rule 15¢2-12. The Chief Financial Officer (CFO) shall be responsible for providing ongoing
disclosure information to the Municipal Securities Rulemaking Board’s (MSRB’s) Electronic Municipal
Market Access (EMMA) system, the central depository designated by the SEC for ongoing disclosures by
municipal issuers. The CFO is responsible for maintaining compliance with disclosure standards
promulgated by state and national regulatory bodies, including the Government Accounting Standards
Board (GASB), the National Federation of Municipal Analysts, the Securities and Exchange Commission
(SEC), and Generally Accepted Accounting Principles (GAAP). The City may also employ the services of
firms that improve the availability of or supplement the City’s EMMA filings.

The City will provide full and complete financial disclosure to rating agencies, institutional and individual
investors, other levels of government, and the general public to share clear, comprehensible, and accurate
financial information using the appropriate channels/policies/procedures.

All disclosure information shall be reviewed and approved by the City’s Disclosure Practices Working
Group.

9.4 Compliance with Other Bond Covenants

In addition to financial disclosure and arbitrage compliance, once the bonds are issued, the City is
responsible for verifying compliance with all undertakings, covenants, and agreements of each bond
issuance on an ongoing basis. This typically includes ensuring:
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. Annual appropriation of revenues to meet debt service payments

. Taxes/fees are levied and collected where applicable

. Timely transfer of debt service/rental payments to the trustee or paying agent

. Compliance with insurance requirements

. Compliance with rate covenants where applicable

. Recordkeeping and continued public use of financed asset

. Compliance with tax covenants including the timely spend-down of project fund proceeds
. Compliance with all other bond covenants

The Debt Management Department will coordinate verification of covenant compliance and will work with
the City Attorney’s Office, the Office of the Comptroller, and all other responsible departments to monitor
compliance with the aforementioned compliance requirements. In January 2006, the Debt Management
Department implemented a Formal Centralized Monitoring Program (FCMP) to coordinate, monitor, and
report ongoing compliance requirements.
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CHAPTER X — COMPLIANCE WITH CITY DEBT POLICY

In the event there are proposed exceptions from the Debt Policy when a certain bond issue is structured,
those exceptions will be discussed in the applicable staff reports when the bond issue is docketed for City
Council consideration. Any exception will also be stated in the financing resolution or ordinance to be
approved by City Council for the corresponding bond offering.
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APPENDIX A — SPECIAL DISTRICT FORMATION AND FINANCING POLICY

Overview

The following Special District Formation and Financing Policy is enacted to provide a uniform guideline
for Community Facilities District (“CFD”) and 1913/1915 Act Assessment District formation and
financing. A Special District is typically formed to provide funding for public infrastructure in connection
with new development, but may also be formed to finance improvements pertaining to developed
properties. Subject to voter approval and once a district is formed, special taxes or assessments may be
levied upon properties within a district to directly pay for facilities, and, in certain cases, services. Special
taxes or assessments may also be levied to repay bonds issued to finance public improvements.

The City expects that private developers should have primary responsibility for providing public
infrastructure required in connection with new development. With this policy as a guideline, the City will
continue to consider requests for Special District formation and debt issuance to finance such public
infrastructure when the requests address an extraordinary public need or benefit. However, due to the
significant burden placed on the City to provide these conduit financings, and in light of potential impacts
to the City’s debt position, the Chief Financial Officer, working with the Debt Management Director, will
consider each application for Special District debt issuance on a case by case basis, and may not proceed
with such financing if it is determined that the financing could be detrimental to the debt position or best
interests of the City. Whenever feasible, the City will consider authorizing qualified state joint powers
authorities (JPAS) such as the California Statewide Communities Development Authority (CSCDA)* or the
California Municipal Finance Authority (CMFA)? to provide conduit Special District formation and
financing services and ongoing parcel administration for interested developers/property owners. In these
cases, the developers/property owners and the JPA would still be required to adhere to the guidelines
contained in the City’s Special District Formation and Financing Policy unless extraordinary circumstances
exist and a waiver of specific guidelines contained in the policy is provided when the City Council approves
the authorizing resolution. Further, the JPA is required to present an informational report to the City
Council at least 30 days prior to a debt issuance on behalf of the district.

This Special District Formation and Financing Policy is specific to Special Districts and supplemental to
the City’s Debt Policy. As such, guidelines provided in the City’s Debt Policy would, in many cases, also
be applicable to Special Districts. In addition, the City will adhere to all state and federal laws concerning
the issuance of Special Districts related debt.

The City’s Special District Formation and Financing Policy is specifically designed to:

= Establish parameters for the Special District formation and financing processes

= Assist concerned parties in following the City’s approach for forming districts and issuing any
related debt

= Facilitate the actual formation and financing processes by establishing important policy guidance in
advance

= Set forth the City’s Local Goals and Policies for CFD formation and financing, as required by
Section 53312.7 of the California Government Code

1 CSCDA is a joint powers authority created to enable local government and eligible private entities access to
financing for public projects throughout the state. The City has been a member since 1988.

2CMFA is a joint powers authority created to assist with the financing of economic development throughout the state.
The City joined CFMA as a member in September, 2014.
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Al Background: Types of Special Districts

This Special District Formation and Financing Policy is intended to provide a uniform guideline for
Community Facilities District (“CFD”)* and 1913/1915 Act* Assessment District formation and financing.
These Special Districts are primarily developer initiated, whereby a developer seeks a public financing
mechanism to fund public infrastructure required of it by the City in connection with development permits
or agreements, and/or tentative or subdivision maps. Special District formation may also be initiated by an
established community.

It is important to note that the formation and debt issuance processes related to Special Districts may be
considered as distinct activities. That is, districts may be established and the assessments or special taxes
levied could pay directly for improvements, and in certain cases, services. Alternatively, associated bonds
may be issued by such districts to finance improvements, in which case the debt service would be paid with
assessment or special tax revenues.

A. Community Facilities District Financing — Mello-Roos Bonds

The Mello-Roos Community Facilities Act of 1982 (the “Mello-Roos Act”) was enacted by
the State to help growing areas finance certain essential public facilities that typically
accompany major development projects. The Mello-Roos Act permits a public agency to
create a defined area within its jurisdiction and, by a two-thirds majority vote of the
registered voters within the district (or, if there are fewer than 12 registered voters, through
a landowner vote), levy a special tax within the district to pay directly for public
improvements or services, or pay debt service on bonds issued to finance improvements.
CFD, or Mello-Roos, Bonds are not fiscal obligations of the City, and are limited
obligations of the CFD, payable solely from special taxes levied upon property within the
district. The special taxes are calculated and levied pursuant to a Rate and Method of
Apportionment, or tax formula. Under the Mello-Roos Act, the formula must be
reasonable.

Formation of a CFD may be initiated by the legislative body on its own or when the
appropriate request or petition, as defined by the Mello-Roos Act, is filed with the City.
Currently, there are no CFDs initiated by the City’s legislative body. At the discretion of
the CFO, the City may choose to self-initiate a CFD, and may give priority to the provision
of public facilities and/or services benefiting the City to any CFD established by the City.

The financed public facilities must ultimately be owned and operated by a public entity,
such as the City, and may include, among other things, parks, libraries, police and fire
facilities, roadways, and water and sewer infrastructure improvements that have a useful
life of five years or more. In accordance with Section 53313 of the California Government
Code, CFDs may also provide funds for certain public services, including police and fire
services, recreation program services, and maintenance and operation, so long as they are in
addition to, and do not supplant, services already provided within the territory.

® The Mello-Roos Community Facilities Act of 1982 permits a public agency to levy a special tax within a defined
area to finance certain essential facilities, or to pay for certain services, when specific voting requirements are met.

* An Assessment District may be formed pursuant to the Streets and Highways Code Municipal Improvement Act of
1913. The associated bond acts, also contained within the Streets and Highways Code, include the Improvement Bond
Act of 1915 and the Refunding Act of 1984, which provide for the issuance of bonds under various assessment
proceedings and the refunding of assessment bonds, respectively.
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B.

Assessment District Financing

The Municipal Improvement Act of 1913 provides for a local agency to form an
Assessment District to finance certain infrastructure, including roadways, water and sewer
facilities, storm drains, and other improvements often required in connection with new
development. Assessment Districts formed under this Act may also finance, but in very
limited circumstances, maintenance services. Assessment Districts may also be formed to
provide for, among other things, the undergrounding of overhead utility lines or the
abatement of hazardous geological conditions, upon a successful petition signed by owners
of property who want the improvement.

An Assessment District must include all properties that will benefit directly from the
improvements to be constructed, and formation of the district requires an election in which
at least 50% of property owners vote in favor of the district. If an Assessment District is
formed, the City may levy assessments that can be utilized to directly finance the public
improvements, or may be pledged to support debt service on bonds, which may be issued
under the Improvement Bond Act of 1915. The assessments that are levied upon each
parcel must be based upon the direct and special benefit received by the property.

A2 Considerations for Authorization of Special District Financing

The formation and financing processes related to Special Districts may be considered as two distinct
processes. In order for a financing process to occur, a formation process is also necessary. However, a
district could be formed without an associated bond financing. In this case, the special taxes or assessments
that are levied would provide revenues to pay directly for public improvements, or, in certain cases, services
(versus paying debt service on bonds issued to finance improvements). The following guidelines generally
relate to the financing process for Special Districts.

A.

Credit Considerations

It is the City’s policy to exercise caution in approving requests for Special District
financing and that each request be weighed in the context of the City’s total infrastructure
and financing needs. Although the rating agencies consider Special District financings as
overlapping debt (as compared to direct debt), if, and to the extent, the City’s overlapping
debt burden is viewed as excessive, there could be an impact to the City’s credit. Such an
impact could increase the costs of all future City bond financings. In light of potential
impacts to the City’s debt position, the Chief Financial Officer will consider each
application for Special District financing on a case by case basis, and may not recommend
such financing if it is determined the financing could be detrimental to the City’s overall
debt position or the best interests of the City.

Extraordinary Public Benefit

With respect to CFD financing, the applicant should demonstrate that a proposed project
will provide an extraordinary public benefit. This condition may be met if at least one of
the following criteria is satisfied:

Regional Benefit — The improvements must be generally large in scope, and provide a
community-wide or regional benefit. Examples of regional improvements are libraries, fire
stations, and transportation improvements that result in a significant net improvement to the
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regional transportation system, and parks and recreational improvements of a unique or
otherwise significant nature that are anticipated to serve residents from across the City.

Additional Public Benefits — The proposed improvements must provide some other
extraordinary benefit which otherwise would not be realized through the normal
subdivision process. Examples of this type of benefit would include: the provision of the
proposed improvements in a more timely fashion; facilitating a project that multiple
properties/developments are responsible for providing; the provision of environmental
benefits; the provision of public infrastructure undertaken in connection with affordable
housing; or a similar benefit that the City finds acceptable.

C. Competing Projects

The City’s ability to provide the resources necessary to implement new Special District
financings must be considered in the context of competing needs for general City and
Water and Wastewater Utility debt issuances. Also, priority for Special District financing
will generally be given to the projects that will confer the greater level of benefit to the
City’s residents.

It is the City’s policy that bond financing will not generally be utilized in conjunction with
the formation of smaller districts, defined as district projects totaling in the range of $3.0
million - $5.0 million and under. Such projects often benefit only a relatively small number
of property owners. For projects under $3.0 million to $5.0 million, bond financing is not
typically cost effective. Due to these factors, the allocation of limited staff resources would
not generally be justified in relation to the City’s other financing priorities. In these cases,
an Assessment District may be formed, followed by a one-time enroliment of assessments
to pay for the subject public facilities directly.

D. Administrative Considerations

Although Special District financings are not fiscal obligations of the City, the City is
required to provide extensive on-going annual disclosure with respect to each Special
District financing in conformance with federal securities laws, and must also perform
extraordinary on-going administrative work. Such work includes the calculation,
enrollment, and collection of special taxes and assessments each year, the monitoring of
delinquency activity and conducting of foreclosure activities if certain delinquency
thresholds are reached, the calculation and processing of pre-payments and subsequent
updating of debt service schedules, and preparation of additional annual disclosure pursuant
to State law. In its assessment of each application for Special District financing,
consideration will also be given to the significant burden placed on the City’s limited
resources to administer these conduit financings for the term of the bonds.

E. Recommended Method of Special District Financing

The generally recommended method of Special District financing is CFDs due to the
following factors:

Flexibility of Taxing Formula: CFD financing offers more flexibility with respect
to the taxing formula as compared to Assessment District financing (e.g., publicly
owned property, such as property owned by a school district or the City, can be
exempted from the payment of special taxes, and low income housing can be
assessed a nominal special tax thereby easing the burden on such properties).
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Eligible Facilities: CFDs offer more flexibility than Assessment Districts with
respect to the types of facilities and services that may be funded. In addition,
eligible facilities under Assessment Districts are limited to facilities located within
the district; this is not the case for CFDs.

Credit Strength: For a given project, CFD Bonds are perceived to be a stronger
credit than Assessment District Bonds because the Mello-Roos Act permits greater
than 100% debt service coverage and allows an administering agency to factor in a
certain amount for delinquencies in the annual enrollment of special taxes.
Comparatively, only 100% debt service coverage is permitted with respect to
Assessment Districts and there is no allowance for delinquencies.

On-Going Costs: CFDs are less resource intensive than Assessment Districts to
administer on a post debt issuance basis (e.g., for Assessment Districts, any
changes in parcel configuration require a costly and time-intensive reapportionment
process under the State law).

Mello-Roos Special Tax Elections

Notwithstanding Section 53326 of the Mello-Roos Act, which provides for a landowner
election if there are fewer than 12 registered voters within a proposed district, or if the
property subject to the tax will not be in residential use, due the August 2014 California
Court of Appeal ruling in City of San Diego v. Melvin Shapiro, et al., the City will only
consider the formation of a CFD by landowner vote in proposed districts where there are
no registered voters.

Unless circumstances warrant otherwise, it is the policy of the City to support CFD financing
versus Assessment District financing for a given project. However, as noted above, in the case of
districts that would finance smaller projects, such as those pertaining to established communities,
an Assessment District may be more appropriate. In such cases, a one-time enrollment of
assessments (versus a bond financing) may also be recommended.

Eligible Facilities and Priorities

A

Ownership and Useful Life of Proposed Facilities

The improvements eligible to be financed must be owned by a public agency or public
utility, and must have a useful life of at least ten years. Notwithstanding the foregoing,
private renewable energy, energy efficiency, and water conservation improvements may
also be financed as prescribed under the San Diego Municipal Code Division 26, Sections
61.2601 through 61.2619.

Types of Eligible Facilities

The list of public facilities eligible to be financed by a CFD may include, but is not limited
to the following: streets, highways, and bridges; water, sewer, and drainage facilities;
parks; libraries; police and fire stations; traffic signals and street lighting; recreation
facilities; governmental facilities; flood control facilities; environmental mitigation
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measures; and public rights-of-way landscaping. Notwithstanding the foregoing, private
renewable energy, energy efficiency, and water conservation improvements may also be
financed as prescribed under the San Diego Municipal Code Division 26, Sections 61.2601
through 61.2619.

C. Priority of Facilities

In general, with respect to CFDs, none of the types of facilities listed under Section A3B
will have priority over the others; however, when a developer submits an application to
finance more than one eligible facility, the applicable City departments (e.g., the Library
Department, the Park and Recreation Department, Engineering & Capital Projects,
Planning / Facilities Financing, etc.) will confer and determine the priority based on the
estimated impacts (i.e., benefits conferred) of the eligible projects to the district and
surrounding impacted communities.

D. Joint Communities Facilities Agreement(s)

Under Section 53316.2 of the California Government Code, a CFD may be formed to
finance facilities owned or operated (or to fund services to be provided) by a public entity
other than the agency that created the district, if a Joint Communities Facilities Agreement
(JCFA) or a joint exercise of powers agreement is adopted. The City will not enter into a
JCFA or joint exercise of powers agreement for a CFD proposed to be formed by another
public agency unless:

" The proposed CFD complies with the provisions of this Special District Formation
and Financing Policy with regard to Sections A5C, “Maximum Tax and
Assessment Rates,” Section A8C “Disclosure to Prospective Purchasers of
Property,” as well as any other provisions the Debt Management Director may
deem applicable to the proposed CFD;

. The applicant/developer requesting CFD financing provides funds to reimburse
City costs incurred to review and approve the JCFA.

All disclosures provided to prospective property owners within a CFD formed by another
public agency in which the City has entered into a JCFA shall clearly specify that such
public agency is solely responsible for the CFD, including formation of the CFD, the levy
and administration of special taxes, and the bond financing.

E. Services

Consistent with recent trends in other municipalities across the State, the Chief Financial
Officer, working with Debt Management, recommends that services be included among the
list of authorized items to be financed through a new CFD. Under Section 53313 of the
California Government Code, a CFD may finance any one or more of the following types
of services so long as they are in addition to the services provided in the territory before the
district was established and do not supplant services already available in such territory:
police protection services; fire protection services; recreation program services; library
services; maintenance of parks, parkways, and open space; and flood and storm protection
services.
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In general, the City would expect that when a CFD provides for public facilities that require
on-going City operations and/or maintenance (or when the impacts of the new development
create other on-going service demands within the area), a mechanism would be established
to off-set a portion of those associated costs through the CFD. Methods that could be
employed may include: (1) the incorporation of some pre-determined amount into the
special tax formula for services; or (2) a provision in the special tax formula that special
taxes would be levied up to the maximum tax rates, with any amounts collected over and
above the amount needed for debt service, replenishment of the Debt Service Reserve
Fund, administrative costs, and any other periodic items required in connection with a bond
issuance, to be allocated for services. The City will have complete discretion as to the
method of incorporating a services component into the CFD, and would consult with its
Bond Counsel and special tax consultant in developing the appropriate mechanism.

A4 Credit Quality Requirements for Bond Issuances

It is the objective of the City to minimize the credit risks associated with Special District bonds. To this
end, the following policies are established:

A. Value of Property

Bonds shall be sold in connection with a district or improvement area only if the value of
each individual parcel of real property that would be subject to the special tax or
assessment is at least four times the share of the bond principal allocable to such parcel and
the share of principal allocable from any other outstanding bonds that are secured by a
special tax or special assessment levied on the parcel. On a case by case basis, the City
reserves the right to require a higher value to lien ratio. In determining the value to lien
ratio, either assessed values for individual properties may be obtained from the County of
San Diego Assessor’s Office or the City may utilize an appraisal prepared by an
independent appraiser under contract to the City.

To meet this policy, property owners may elect to prepay special taxes to comply with this
requirement. In certain circumstances, the City may allow property owners to meet this
requirement through the provision of credit enhancements to the satisfaction of the City.
Also, in certain circumstances, the City reserves the right to require the provision of credit
enhancement to the satisfaction of the City. These enhancements may include letters of
credit or other appropriate assurance.

B. Debt Service Coverage for CFD Bonds

The maximum tax rate adopted in each CFD must provide a minimum of 110% coverage of
debt service (excluding earnings on a Debt Service Reserve Fund) in order to finance
delinquencies out of special tax revenues.

C. Capitalized Interest

Generally, for Special District financings, a capitalized interest account would be
established from bond proceeds if such proceeds are necessary to pay principal and interest
on the bonds prior to the enrollment and receipt of the first year of special taxes and
assessments for the district. A capitalized interest account should be established if it will
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improve the credit quality of the bonds and result in lower borrowing costs. In no event
will the capitalized interest period exceed two years.

D. Debt Service Reserve Fund

A Debt Service Reserve Fund should be established for Special District financings.
Generally, the Debt Service Reserve Fund for Special District financings should be the
least of (i) maximum annual debt service on the bonds; (ii) 125% of average annual debt
service on the bonds; or (iii) 10% of the original principal amount of the bonds.

E. Maturity Date

No bonds shall be issued with a maturity date greater than the expected useful life of the
facilities or improvements being financed.

F. Acquisition Type Districts

Unless there are extraordinary circumstances, Special Districts will be formed as
acquisition type districts whereby a developer will be reimbursed for projects only when
discrete, useable facilities are deemed completed by the City, as opposed to merely
completing a section of a facility. Acquisition type districts present stronger credit features,
and better assure that the public facilities, which are ultimately paid for by assessment and
special tax payers, are completed.

G. Third Party Guarantee of Special Tax and Assessment Payments During Project
Development

The greatest exposure to default on Special District bonds is the period between the
issuance of bonds and project build out. The risk of default is increased when only a single
or a few property owners are responsible for the special assessment or special tax
payments. While the City’s credit is not pledged to support the bonds, a default on Special
District bonds can negatively impact the investment community’s perception of the City.

To minimize the risk of default, the City may require a third party guarantee for the annual
special tax or assessment payments within a district while the project is being developed
and until there is significant absorption of the new development. The need for, nature, and
duration of any third party guarantees will be evaluated by the City and its Financing Team
on a case by case basis. However, a third party guarantee, such as a letter of credit
(“LOC™), would be specifically required of a property owner/developer in each year in
which the property owner/developer owns or leases property within the district which is
responsible for 20% or more of the special taxes or assessments levied to support the
repayment of bonds; the LOC would provide for 100% of the of the special tax or
assessment levy due in each applicable fiscal year for property owned or leased by such
property owner/developer. If required, the third party guarantee must be provided within
five days of the Resolution of Issuance.

Third party guarantees may include letters of credit, surety bonds, or some other
mechanism which assures payment of special taxes or assessments while the project is
being developed. When LOCs are required, they must meet any City standards for LOCs
that exist at the time the LOC is provided.
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H. Foreclosure Covenants

Because Special District financings are generally solely secured by liens against property
within the district, the investment market expects to see appropriate foreclosure covenants.
Foreclosure covenants would compel the City to take action to file a foreclosure lawsuit
against a parcel when certain delinquency thresholds are reached. For each financing, the
Debt Management staff and its consultants will analyze key aspects of the district (e.g.,
number of parcels, special tax/assessment rates, and debt service) to structure foreclosure
covenants in a manner that reduces the likelihood of a shortfall in special taxes/assessments
to pay debt service. If a parcel reaches a foreclosure covenant threshold, the City would
diligently proceed with the steps necessary to file a foreclosure lawsuit, as required under
the applicable bond indenture.

A5 Tax and Assessment Allocation Formulas

A. Calculation and Allocation of Special Taxes and Assessments

Special Assessments — By law, the amount of an assessment must directly reflect the
benefit received from the improvement. Typically, this means the total cost of the project,
including any financing costs, is spread to property owners based on the appropriate
property-based measure of benefit. The City will hire an outside assessment engineer,
which specializes in the area of calculation and allocation of special assessments, to
develop the appropriate assessment spread methodology.

Special Taxes — Significant flexibility is allowed for structuring CFD special taxes because
the law does not require a direct relationship between the tax and the benefit received.
However, the Rate and Method of Apportionment of the special tax must be both
reasonable and equitable in apportioning the costs of the public facilities and/or services to
be financed to each of the taxable parcels within the boundaries of the proposed district.

When a proposed special taxing formula gets developed for a new district, with advice from
formation legal counsel and the special tax consultant, the City will determine an
appropriate source of records that can be reasonably relied upon to base the tax
categorization under the proposed taxing formula. Consideration will be given to industry
standards. If bonds are to be issued for the district, bond market expectations existing at
the time of CFD formation when the taxing formula is established will also be considered.

If building permit square footage is proposed as the tax basis for any new CFDs, the City's
permitting department--Development Services/Chief Building Inspector--will provide
technical assistance on permit matters during the RMA structuring process. The
developer/CFD applicant will be required to work with Development Services through
project build-out to ensure all building permit records match what is originally constructed.
The developer/CFD applicant will also be required to provide necessary certifications to the
City verifying the accuracy of the construction data provided to Development Services for
building permits.

Exemptions to the payment of special taxes may be provided for parcels that are to be

dedicated at a future date to public entities, held by a homeowners association, or
designated as open space. Also, consideration should be made with respect to minimizing
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the special tax burden on any affordable units. Because the tax structure for CFDs can be
very complicated, special tax consultants, who specialize in the development of Rates and
Methods of Apportionment, are required.

B. Administrative Expenses

The calculation of special taxes and assessments should also provide, whenever possible,
for the full recovery of all administrative expenses and other periodic costs of the proposed
district.

C. Maximum Tax and Assessment Rates

For districts involving bond financing, the City desires to establish a maximum level of
taxes to limit the overlapping debt burden on any parcel. As such, the total taxes and
assessments collected through the property tax bill should not exceed 1.80% of the
expected assessed value of the parcel upon final sale of the property to end users.

D. Special Tax Coverage and Maximum Tax Rates

The maximum tax rate adopted in each CFD must provide a minimum of 110% coverage of
debt service (excluding earnings on a reserve fund) in order to finance delinquencies out of
tax revenues. An allowance for delinquent properties will be factored in when calculating
the subsequent year’s special tax (the special tax would still be levied against such
delinquent parcels).

E. Predictability of Special Tax Liabilities

Special tax formulas should promote stable and predictable tax liabilities, particularly for
residential properties. With the exception of a variation for administrative expenses, the
annual special tax levy on each residential parcel developed to its final land use shall be
approximately equal each year. In the event special tax payments are supporting the
provision of services, rather than, or in addition to, capital expenditures, an appropriate
escalation factor may be incorporated into the Rate and Method of Apportionment to
provide for the impact of inflation to on-going service costs.

F. Term of Special Tax

The term of the special tax should be sufficiently in excess of the term of any bond issue
which it supports to allow for delinquencies, refinancing, and/or acquisitions of pay-as-you
go facilities. However, the Rate and Method of Apportionment should also specify that the
levy of special taxes would cease once the bonds are repaid. The exception would be for
any special taxes levied to provide for on-going services; in this case, the City may
consider a special tax term in excess of the final maturity of any bonds issued to provide for
the on-going services.

A6 Appraisal Standards

The City recognizes the California Debt and Investment Advisory Commission’s Appraisal Standards for
Land-Secured Financings (CDIAC Standards), released July 2004 (or any subsequently published update)
as the basis for the conduct of appraisals performed in connection with Special District financings.
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A7 Sources of Payment for Special Districts Bonds

As described above, Special District bonds are limited obligations of each district, payable from special
taxes or assessments levied on property within the district. The bonds are not general or special obligations
of the City and the City does not pledge its credit to payment of the bonds. The disclosure documents for
each Special District bond offering will describe the sources of payment, and will include statements that
the city is not pledging its credit to pay debt service on the bonds.

Although there is no legal requirement that the City step in to make payments from its general revenues in
the event of a short-fall in special taxes or assessments due to delinquencies to pay debt service on Special
District bonds, the City does have the discretion to do so. However, it will be the City’s policy that if there
is such a short-fall, the City will not step in to make payments from its general revenues.

Refer to Section A4, H. — Foreclosure Covenants, for additional information.

A8 Non-City Disclosure Requirements

A. Initial Disclosure to Investors

The applicant/developer will be required, as requested by Debt Management and Bond
Counsel, to supply any and all material needed from it to help ensure appropriate
information is disclosed to prospective investors.

B. Developer Continuing Disclosure to Investors

The City shall use all reasonable means to ensure that an appropriate Developer Continuing
Disclosure Agreement is executed at the time a financing is issued to ensure that the
developer and/or any affiliates deemed material to the district by Bond Counsel, are
required to provide on-going disclosure to bond investors via the bond trustee so long as
they remain material. Pursuant to Government Code Section 53357.1, the developer
(including its affiliates) shall provide written consent for a notice of the
Applicant/Developer Continuing Disclosure Agreement to be recorded in the office of the
county recorder for the purpose of providing notice to a subsequent transferee.

C. Disclosure to Prospective Purchasers of Property

The developer will be required to provide a certification to the City that it will provide full
disclosure of the special taxes or assessments to prospective purchasers of property it sells
within the district, and in accordance with all applicable state and local laws.

D. Disclosure Requirements of Other Entities

Any other entities which are deemed material to the district by Bond Counsel will be
required to fulfill the same disclosure responsibilities described in this section as the
developer.
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A9 Application and Administrative Procedures

As stated above, it is the policy of the City to exercise caution in approving requests for Special District
financing and that each request be weighed in the context of the City’s total infrastructure and financing
needs. In light of potential impacts to the City’s debt position, the Chief Financial Officer, working with
the Debt Management Director, will consider each application for Special District financing on a case by
case basis, and may not recommend such financing if it determines a financing could be detrimental to its
overall debt position or the best interests of the City. Among other things, the guidelines below will help
interested applicants understand the process for submitting a request for Special District formation and--if
applicable--financing. (Also see Overview Section above for information concerning the provision of
conduit Special District Formation and financing services by qualified JPAS.)

A. Petition

Notwithstanding the minimum petition thresholds established under the State law®, the City
requires that a preponderance of the affected property owners (75%) petition the City to
form a Special District. The higher threshold is established due to the following factors:
(2) significant City resources would be directed to the advance work to form the district,
and it is prudent to have some assurance that formation of the district would be successful;
and (2) a successful petition and subsequent ballot process in an established community
(e.g., where there are residential property owners) could result in a significant lien on
property whose owners voted against the proposed district.

B. Application Procedures

For developer initiated districts, an application may be obtained from, and filed with, the
Finance Branch. The Finance Branch will review the application for completeness and, if
necessary, request the applicant to provide further information. In consultation with any
applicable departments (e.g., the City Attorney’s Office, the City Planning Department,
Engineering & Capital Projects, etc.) the Finance Branch will consider the public benefits
offered by the proposed project in the context of these policies, and will make a
recommendation on whether to authorize a feasibility study, pursuant to Section C, below.

C. Feasibility Study

For developer initiated districts, if authorized by the Chief Financial Officer, the City will
hire an independent financial or feasibility consultant to perform a comprehensive project
review and feasibility analysis of the proposed project that would ultimately provide for the
payment of special taxes or assessments in connection with a bond financing. Such
comprehensive review will include, but not be limited to, a review of the audited financial
statements of all landowners who own more than 20% of the land contained within the
proposed district in order to investigate the developer(s) financial strength and experience
in large scale projects. In addition, the consultant will consider environmental
requirements in connection with the development, and economic factors such as market
absorption and how it relates to the project’s overall feasibility. The consultant will also

® Pursuant to Sections 53318 and 53319 of the California Government Code, proceedings to form a CFD may be
commenced upon: (1) the written request of two members of the legislative body; (2) majority approval of the City
Council; or (3) a petition signed by at least 10% of registered voters (or if fewer than 12 registered voters, by the
owners of at least 10% of the land). Under the California Streets and Highway Code, district formation proceedings
may be commenced if landowners of 60% of the land area file a petition in which such landowners waive the
requirements of the Special Assessment Investigation, Limitation and Majority Protect Act of 1931.
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investigate and report on all liens against the property in question, the value to lien ratios,
and other financial aspects of the project. For the Chief Financial Officer to consider a
proposed financing, the study should conclude the project is feasible and could support the
issuance of bonds, and that it is reasonable to proceed with formation of the district and the
issuance of bonds.

D. Fees

It is the City’s policy that all City and consultant costs incurred in the evaluation of
applications for Special District formation and financing, as well as any and all costs
incurred in forming the district and, if applicable, issuing bonds shall be paid by the
applicant(s) by advance deposit increments or as otherwise agreed in writing by the City.
Accordingly, fees will be collected pursuant to a Deposit and Reimbursement Agreement
between the City and the applicant executed prior to the City beginning its project review.
Some or all of these fees may be recoverable from bond proceeds when a financing is
completed and any surplus fees would be refunded (notwithstanding the foregoing,
consultant and legal costs of the developer or applicant are not eligible for reimbursement).
Additionally, the costs associated with administering a district after its formation will be
included in the annual special tax or assessment for the district.

E. Selection of Financial Consultants and Service Providers

The policies established in the City’s Debt Policy for the solicitation and selection of
professional services that are required to develop and implement the City’s debt program
shall apply with respect to Special District financings. In addition to the professional
services outlined in the City’s Debt Policy, there are consultants specific to Special District
formation and financing that may be engaged, including an appraiser, a market absorption
consultant, and a special tax consultant or assessment engineer.

A10 Timing

If recommended by the Chief Financial Officer, and pursuant to the filing of an appropriate petition and
application, and, if applicable, the completion of a Feasibility Study that concludes the project is feasible
(all as set forth above in Sections A9 A, B, and C), the City will use its best efforts to form the district and,
if a financing is contemplated, issue the bonds. However, the City will prioritize the formation and any
financing activities as specified in Section A2 of this policy.

The City will not schedule any sale of Special District bonds so as to conflict with the sale of other
securities issued for City purposes. In the event of any scheduling conflicts, the sale of bonds issued for
City purposes will have priority.

A1l Policy Exceptions

The City may find in limited and exceptional instances that a waiver to any of the above stated policies is
reasonable.
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CITY OF SAN DIEGO SPECIAL DISTRICTS FORMATION AND FINANCING POLICY
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APPENDIX B — COUNCIL POLICY 100-12 “INDUSTRIAL DEVELOPMENT BOND PROGRAM”

SUBJECT: INDUSTRIAL DEVELOPMENT BOND PROGRAM
POLICY NO.: 100-12
EFFECTIVE DATE: June 15, 1993

BACKGROUND:

The City, through its Charter and/or under the California Industrial Development Financing Act, has the
authority to issue the full range of taxable and tax-exempt conduit revenue private activity industrial
development bonds (IDB’s) permitted by the Internal Revenue Code.

PURPOSE:

To establish policy guidelines and procedures regarding issuance by the City of IDB’s for nongovernmental
borrowers.

POLICY:

It shall be the policy of the City to utilize IDB’s to promote private sector economic development in San
Diego. The City shall issue IDB’s as authorized by the City Council. IDBs shall only be issued when the
City determines that substantial public benefits shall result.

Project Qualifying Criteria. The City shall require all IDB issues to be investment grade-rated by a
nationally-recognized bond rating agency. Public benefit criteria to be considered in determination of
project eligibility shall include the following:

1) Employment creation or retention;

2) Expansion of the City’s tax base;

3) Diversification of the City’s economy;

4) Increase in the availability or reduction of the costs of consumption of necessary
goods and services, either Citywide or in a particular community;

5) Resource conservation and recycling;

6) Environmentally optimal disposition of waste materials;

7) Improvement in the viability of a redevelopment area, enterprise zone or
community revitalization project, and

8) Preservation, expansion or enhancement of cultural resources.

In addition, IDB applicants shall, as applicable, provide evidence of compliance with Title VI of the Civil
Rights Act of 1964 and the California Fair Employment Practices Act and a workforce analysis as required
by the City Equal Opportunity Program.
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IMPLEMENTATION:

Marketing and Outreach. Economic Development Services in the City Manager’s Office shall actively
engage in marketing and outreach efforts in order to generate IDB Program participation from the private
sector and shall provide preliminary transaction structuring guidance.

IDB Review Committee. Economic Development Services shall be responsible for coordinating staff
review of IDB applications, utilizing an IDB Review Committee with representatives from Economic
Development Services, the City Attorney, the City Treasurer, the City Auditor and Comptroller, the
Financial Management Department and other City departments and agencies as needed. The objective of
the review will be to prudently evaluate the suitability of particular projects for IDB financing and potential
fiscal impacts on the City. Upon completion of the Committee’s review, Economic Development Services
will produce a City Manager Report which presents perceived benefits, identifies financial concerns and
offers a recommendation. The Committee shall also meet periodically for updates on IDB Program status.

Independent Consultants. The City shall normally designate financial advisor, bond trustee and bond
counsel for all City-issued IDB’s. The City shall also have the right to approve the applicant’s nominee(s)
for bond/underwriter, which shall be consistent with the City’s MBE/WBE and equal opportunity
participation goals. The cost of all consultant services shall be paid for by the applicant.

The financial advisor shall review the financial aspects of the IDB issue, including project feasibility and
security structure. The bond trustee shall perform certain bond administration fiduciary functions, including
registrar and paying agent. The bond counsel shall provide services customarily provided by bond counsel,
including procedural issues and review of the legal aspects of the proposed transaction. In the event that the
City Council approves bond counsel nhominated by the applicant, the City shall also engage independent
legal counsel.

Review of IDB Applications. IDB applications shall be submitted to the Director, Economic
Development Services. The application may be denied at the Economic Development Services level,
referred to another issuer such as the California Statewide Communities Development Authority Joint
Powers Agency (“the JPA”), or, if initially deemed potentially feasible and appropriate for financing
through IDB’s issued by the City, distributed to the IDB Review Committee for further review.

The IDB Review Committee and the City’s independent consultants shall prudently and expeditiously
evaluate applications not previously denied for financial feasibility, public benefit, security structure,
reasonable costs, potential fiscal impacts and compliance with City policy and applicable state and federal
laws. Applicants shall expeditiously provide any supplemental information required.

Upon completion of the application review, Economic Development Services shall forward through the
IDB Review Committee a report and recommendation to the City Manager. The item shall then be
docketed directly to the full City Council for approval or denial. Every effort will be made to obtain initial
official action by the City Council on all applications within 60 days of submission.

Processing of Approved IDB Financings. Final City Council approval of any IDB issue shall be subject
to the submission of substantially final documentation for the bonds and shall be at the sole discretion of the
City Council. If the IDB application is approved by City Council, Economic Development Services shall
be responsible for coordinating implementation of the financing with the applicant, the IDB Review
Committee, the City’s independent consultants and the appropriate City officials.

Administration of Qutstanding Bond Issues. Ongoing day-to-day administration of outstanding bond
issues shall be the responsibility of Economic Development Services, which shall consult with and provide
status reports to other IDB Review Committee members as appropriate.
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Fees. It shall be the policy of the City to obtain full recovery of all City and consultant costs related to
review and approval of IDB applications, IDB issuance and subsequent bond administration costs. Fees
shall be charged in accordance with applicable federal law as sufficient to maintain an ongoing IDB
Program. First priority use of fee revenues in excess of IDB Program expenses shall be for City economic
development programs, particularly MBE/WBE and small business assistance and neighborhood
commercial revitalization efforts.

The City’s maximum IDB fee schedule shall be as follows:

1) Application Fee. If the City is proposed to be the issuer, a $2,500 non-refundable
application fee shall be payable at time of submission of the IDB application; if the
issuer is to be the JPA or some similar entity other than the City, the application fee
shall be $1,250.

2) Other City Processing and Administrative Expenses. Staff shall engage the
services of qualified independent consultants, at the expense of the applicant, to
provide assistance in IDB application review, transaction processing and/or bond
administration, as needed. The applicant shall be required to deposit in advance
with City amounts sufficient to pay for City staff time and City out of pocket costs
for consultant services. If bonds are issued, any unexpended balance remaining on
deposit shall be applied, without interest, towards reduction of the origination fee
due prior to closing. If bonds are not issued, any amount remaining shall be
returned without interest to the applicant.

3) Origination Fee. A non-refundable IDB origination fee equal to 1/4% of the
principal amount of bonds shall be payable prior to IDB issue closing.

4) Administration Fee. An administration fee equal to .025% of the principal amount
of bonds outstanding as of January 1 of the year of payment (minimum $500) shall
be payable on each anniversary of the date of issuance of the IDB’s. The
administration fee shall be waived if the City is not the issuer of the IDB’s.

5) Transaction Fee. The applicant or its successor shall be required to deposit in
advance with the City amounts sufficient to cover City staff and consultant costs
related to any proposed change in the bond documents after IDB’s are issued.

Indemnification. Each applicant shall be required, as a part of bond documentation, to provide an
indemnity to the City, its officers, agents and employees for all expenses, including attorneys’ fees, as well
as any investigation, defense, judgment or settlement costs arising out of any investigation, claim or
litigation involving any IDB issue or the documentation related thereto, including any disclosure materials.

HISTORY:

“Administration of the City’s Private Activity Bond Allocation” Adopted by Resolution R-264213
10/14/1985

Retitled to “Industrial Development Bond Program” and Amended by Resolution R-282170
06/15/1993
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APPENDIX C — SAN DIEGO HOUSING COMMISSION POLICY MULTIFAMILY MORTGAGE
REVENUE BOND PROGRAM

San Diego Housing Commission

POLICY
Subject: MULTIFAMILY MORTGAGE REVENUE BOND PROGRAM
Number: P0O300.301 Effective Date: 10/16/89
1. SUMMARY

1.1 Federal, state and local legislation authorize the issuance of mortgage revenue bonds by
local governments to finance the development, acquisition and rehabilitation of multifamily
rental projects. The interest on the bonds can be exempt from federal and state taxation,
and provide below market rate financing for qualified project. In addition, the tax-exempt
mortgage revenue bonds can qualify projects for allocations of federal low-income housing
tax credits, which provide a significant portion of the funding necessary to develop
affordable housing. The San Diego Housing Commission (“Housing Commission”) has
established a program (the “Program”) to issue mortgage revenue bonds for qualified rental
projects within the City of San Diego (the “City”). The Housing Commission’s Program uses
tax-exempt and taxable mortgage revenue bonds issued by the Housing Authority of the
City of San Diego (the "Housing Authority") to subsidize the development of affordable
housing within the City.

1.2 There is no direct legal liability to the City, the Housing Authority or the Housing
Commission in connection with the issuance or repayment of bonds; there is no pledge of
the City's or the Housing Authority's faith, credit or taxing power and the bonds do not
constitute general obligations of the issuer because the security for repayment of bonds is
limited to project revenue and other sources specified under each financing. The bond
issuances for affordable housing projects are often structured as real estate loans, and the
obligation to repay the bonds is secured by a first deed of trust on the bond-financed
property. The Program is completely self-supporting; developers must secure funding to
pay for costs of issuance of the bonds and all other costs under each financing.

1.3 Bonds issued under the program should generally be privately placed with a financial
institution or rated "AAA", or its equivalent, with a minimum rating being "A", or its
equivalent, by the nationally recognized rating agencies listed in Section 4.1. The bonds
may be used for both construction or rehabilitation and permanent financing. The effective
mortgage rate is the aggregate of the applicable bond rate and the add-on fees charged
under the program, such as lender, trustee, issuer's fee, etc. The bond rate, for fixed rate
bonds, is determined at the time of a bond sale and the resulting mortgage rate is typically
below conventional mortgage rates. The project loans generally have a 30-year
amortization schedule although the bond maturity may be shorter.

1.4 The goals of the Program include: increase and preserve the supply of affordable rental
housing; encourage economic integration within residential communities; maintain a quality
living environment for residents of assisted projects and surrounding properties; and, in the
event of provision of public funds towards the project, optimize the effectiveness of Housing
Commission, or other public funding by maximizing the leveraging of private sector funds.

1.5 There is no limit on the maximum loan amount; however, the minimum loan amount is
determined by the overall cost effectiveness of the financing, which includes payment for
the costs of issuance, services of the financing team members, rating fees, etc. The bond
issuance amount for individual projects is based upon project costs, interest rates, revenues
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1.6

1.7

1.8

2.

available to pay debt service, and the appraised value of the project. The Housing Authority
will consider multiple properties as part of a single bond financing on a case by case basis.

Projects must consist of complete rental units, including kitchens and bathrooms. Bond
proceeds may be used for costs of property acquisition (up to 25% of bond proceeds),
construction, rehabilitation, improvements, architectural and engineering services,
construction interest, loan fees and other capital costs of the project incurred after the date
sixty days before the bond inducement date specified in Section 7.3. Bond proceeds
cannot be used to acquire property from a party related to the buyer. No more than 2% of
bond proceeds can be used to finance costs of issuance, such as the services of the
financing team members, rating and printing of bonds, bond allocation, etc. Pursuant to
federal requirements, if bonds are used for acquisition and rehabilitation, an amount equal
to at least 15 percent of the portion of the acquisition cost of the building and related
equipment financed with the proceeds of bonds must be used for rehabilitation of the
project. The loans are assumable upon transfer of the project with the approval of the credit
enhancement provider or bond purchaser, and the President and Chief Executive Officer of
the San Diego Housing Commission (the "President and CEO") or his designee.

The Housing Commission receives compensation for its services in preparing bond
issuances by charging an up-front administrative fee payable at the bond closing. In
addition, the Housing Commission also receives ongoing, annual fees for compliance
monitoring of regulatory restrictions and administrative oversight of outstanding bond
issuances.

A. The up-front administrative fee is equal to 25 basis points (0.25%) of the initial amount
of bonds issued (or in the case of draw-down bonds [a bond structure with multiple
draws over time]) the initial maximum authorized amount of bonds), or as allowed by
the Internal Revenue Service (“IRS").

B. The annual ongoing administrative fee upon conversion to permanent financing is equal
to 12.5 basis points (0.125%) of the amount of bonds outstanding immediately upon
conversion to permanent financing or as allowed by the IRS. For projects fully paying
down the bonds upon conversion to permanent financing, and for small projects, a
minimum ongoing annual fee of $10,000 shall be charged to recover administrative and
monitoring costs.

C. The annual ongoing administrative fee will remain fixed based on using the amount of
bonds outstanding at permanent financing conversion regardless of any later reductions
on the outstanding bonds.

D. Additional monitoring fees may be charged for monitoring affordable housing units not
governed by the Bond Regulatory Agreement or for projects with more than 50 units.

E. Atthe time of the application, the developer must pay a $3,000 non-refundable
application fee to the Housing Commission.

Due to IRS limitations on bond issuances where the bond purchaser and the tax credit
investor are the same entities, the Housing Authority shall not allow bond issuances where
the tax credit investor is also the bond purchaser. Exceptions may be granted on a case-
by-case basis, in the sole reasonable discretion of the Housing Authority’s Executive
Director.

TYPES OF BONDS

2.1

The Housing Authority may issue either tax-exempt or taxable bonds, or both.
Taxable bonds would generally be issued only in combination with tax-exempt bonds.
Taxable bonds do not require an allocation of bond authority from the California Debt Limit
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Allocation Committee (“CDLAC”) but still require compliance with state law requirements
governing the Housing Authority’s ability to issue bonds. 2.2 The interest on taxable bonds
is not exempt from federal taxation. These bonds are not subject to federal volume "cap"
limitations and therefore do not require allocation authority from CDLAC. Taxable bond
issues must meet all applicable requirements of this Policy (including rating requirements),
state law requirements and any additional regulations that may be promulgated, from time
to time, by the Housing Commission.

2.3 Tax-Exempt Bonds (Non-Refunding) require an allocation of bond authority from CDLAC.
To obtain the allocation, the Housing Authority must submit an application to CDLAC on
behalf of the developer. Submittal of the application is at the discretion of the Housing
Authority, not the developer. The developer must pay all required CDLAC fees when due.

2.4  The Housing Authority may issue 501(c) (3) bonds on behalf of qualified nonprofit
organizations. 501(c) (3) bonds are tax-exempt and do not require an allocation from
CDLAC, but cannot be used with the Low Income Housing Tax Credit Program.

2.5 The Housing Authority will allow refunding of bond issues that meet the following conditions:
A. The project sponsor agrees to cover all costs of the issuer, including costs for the

issuer’s financial advisor, bond counsel, and trustee (if applicable).

B. Projects originally financed by tax-exempt bonds prior to the 1986 Tax Act will have to
make a minimum ten percent of the units affordable to persons earning 50 percent of
median area income with the rents affordable at the same level.

C. The affordability restrictions of the existing bond regulatory agreement are subject to
extension. The Housing Commission reserves the right to impose additional
requirements on a case by case basis. All specifics of refunding proposals must be
approved by the Housing Authority.

D. Default refunding applications require a default refunding analysis (to determine the
eligibility for a default refunding). The Housing Commission shall choose the firm to
conduct the analysis. The project applicant will deposit the cost for the study with the
Housing Commission before the study begins.

3. AFFORDABILITY REQUIREMENTS
3.1 Term of Rental and Affordability Restrictions—The project must remain as rental housing

and continuously meet the affordability requirements as provided in Sections 3.2, 3.3 and
3.4 for the longer of (a) 15 years as measured from the date that ten percent (10%) of the
affordable Units are occupied (or date of refunding, as applicable), (b) as long as the bonds
remain outstanding, (c) such period as may be required in the opinion of Bond Counsel to
satisfy applicable federal or State law, or (d) such period as may be required by CDLAC
(typically 55 years). The rent of "in-place” tenants at the conclusion of the required
affordability period will continue to be governed by the applicable affordability restriction, so
long as those tenants continue to live in the development. The Housing Authority reserves
the right to impose additional affordability restrictions.

A Regulatory Agreement containing the rental and affordability restrictions will be recorded
against the property and must be complied with by subsequent owners. The Regulatory
Agreement will be terminated upon expiration of restrictions or in the event of casualty loss
or foreclosure, and the subsequent retirement of bonds as a result of foreclosure.

State law requires advance notice and other requirements upon termination of affordability
requirements, some of which also place restrictions on the sale of previously affordable
housing projects.
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3.2

3.3

3.4

3.5

Income Restrictions—To be eligible for tax-exempt bond financing, federal law requires that
the project meet one of the following conditions:

A. A minimum of 20% of the units in the project must be set aside for occupancy by
households whose incomes do not exceed 50% of area median income, as adjusted for
family size; or

B. A minimum of 40% of the units in the project must be set aside for occupancy by
households whose incomes do not exceed 60% of area median income, as adjusted by
family size.

State law requires that a minimum of 10% of the units in the project be set aside for
occupancy by households whose incomes do not exceed 50% of area median income, as
adjusted for family size, at specified rent levels.

Project owners must certify their tenant’s eligibility annually. If a tenant is no longer eligible,
the next available unit in the project must be rented to a new eligible tenant and the current
tenant’s rent can be raised to a market level. A unit occupied only by full time students
does not count towards the set-aside requirement.

Affordability definitions are based on the area median income for the County of San Diego
as established by the US Department of Housing and Urban Development. The median
income is subject to change annually. Household size is determined by adding one person
to the bedroom size of the unit.

Rent Restrictions—The maximum rent for the affordable set-aside units shall not exceed
30% of one-twelfth of 50% of area median income, or 30% of one-twelfth of 60% of area
median income (as the case may be, depending on the selected set-aside). The maximum
rent amounts are further reduced by a utility allowance for tenant-paid utilities in the
amounts determined by the Housing Commission’s President and CEO. In the event tax-
exempt bonds are used with Low Income Housing Tax Credits, or any other public funds,
the most restrictive rents of the applicable programs shall apply. The affordability of
restricted units in relation to the project's market rents will be considered as part of the
Housing Commission's approval of the financing. The maximum rent amounts will also
apply if the set-aside units are occupied by Section 8 tenants (tenant based vouchers).

Unit Distribution—The set-aside units must proportionately reflect the mix of all units in the
project, be distributed throughout the project and have the same floor area, amenities, and
access to project facilities as market-rate units. The objective of the program is to provide a
set-aside of units with lower rents, not to create special “low-income sections” within larger
developments.

Additional Affordability Restrictions under Restructuring of Existing Bond Issues—Additional
public benefit in the form of deeper income targeting; additional rent restrictions; extension
of the term of restrictions; additional number of restricted units; or any combination thereof,
will be negotiated in connection with refundings or debt restructurings of existing bond
issues. The level of additional restrictions will be determined in the context of the overall
financial feasibility of each financing. Should the bond restructuring result in an extension of
the maturity of the bonds, a minimum of 10% of the units in the project will be set aside for
occupancy by households whose incomes do not exceed 50% of area median income, as
adjusted for family size, with rents set at the corresponding affordability level, for the term of
the restructured bond.
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4, CREDIT CONSIDERATIONS

4.1

4.2

4.3

4.4

4.5

Required Rating on the Bonds—Any bonds issued under the program that are sold to the
public should generally be rated "A", or its equivalent, or better from the following nationally
recognized rating agencies: Moody's Investors Service, Standard & Poors Corporation, or
Fitch Ratings. The same rating requirement applies in the case of a substitution of existing
credit facility for bonds that are outstanding.

Credit Enhancement—A preferred way of obtaining the required rating on the bonds in
accordance with Section 4.1 is through the provision of additional, outside credit support for
the bond issue provided by rated, financially strong private institutions, such as government
sponsored entities (including the Federal National Mortgage Association [Fannie Mae] or
the Federal Home Loan Mortgage Corporation [Freddie Mac]), other government insured
mortgage programs, or other qualified credit enhancement providers as long as the
minimum bond rating is obtained. The rating on such bonds is determined based on the
credit worthiness of the participating credit enhancement provider. The applicant is required
to identify and obtain credit enhancement for each bond issuance. As the primary source of
security for the repayment of bonds, the credit enhancement provider reviews and approves
the borrower (credit, financial capability, experience, etc.) and the project and its feasibility,
including the size of the loan and the terms of repayment, using their own underwriting
criteria.

Rated Bonds Without Credit Enhancement—Fixed rate bonds, or their portion, can be
issued without credit enhancement if the proposed financing structure results in the required
minimum rating on the bonds by a rating agency as provided in Section 4.1. Bonds issued
without credit enhancement will only be sold to qualified institutional investors (“QIIS”) in
minimum $100,000 denominations.

Privately Placed Bonds—The rating requirement specified in Section 4.1 is waived under
the following conditions:

A. The bonds are privately placed with “qualified institutional buyers” as defined under
Rule 144A of the Securities Act of 1933, or institutional “accredited investors,” as
generally defined under Regulation D of the Securities Act of 1933.

B. The bonds must be sold in minimum $100,000 denominations.

C. Allinitial and subsequent purchasers must be willing to sign a sophisticated investor
letter (Investor Letter) in a form approved by the Housing Commission. While the bonds
remain unrated, their transferability will be restricted to qualified institutional buyers or
accredited investors who sign an Investor Letter.

D. Unless otherwise approved by the Housing Commission Board, the bonds may not be
held at any time by more than 15 or fewer investors.

E. Upon terms acceptable to the Housing Commission, bonds may be placed in a trust or
custodial arrangement with participations sold to investors.

F. The Housing Authority issuer reserves the right to require a trustee or fiscal agent
participate in privately placed bond or loan transactions.

The purpose of these conditions is to assure that the bonds are placed with investors who
are experienced in municipal securities investing and analysis or real estate credit
underwriting. Bond funds and affordable lending banks are the types of entities this
condition anticipates.

Bonds with Hedges/SWAPs. The Developer shall disclose to the Issuer at the time of
application of its intention to purchase an interest rate cap, hedge or swap, and such
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instrument shall be placed in an arm’s length transaction. Under no circumstances shall the
Housing Commission or Housing Authority be a party to such swaps or hedges

5. OTHER ISSUERS

51

The Housing Authority, in very limited situations, will allow issuers other than the Housing
Authority to issue bonds for multifamily housing projects located within the City of San
Diego. Any applicant considering the use of any issuers other than the Housing Authority
should contact Housing Commission staff prior to proceeding with the project. The required
City approvals of bond issuances by issuers other than the Housing Authority will be
recommended only if the financing proposal is part of a pooled issuance involving projects
located in multiple jurisdictions and the overall cost effectiveness of the financing proposal
is increased. All Housing Authority affordability requirements, procedures and requirements
will apply to projects using “outside issuers,” including an issuance fee of 0.25 percent of
the bond issuance amount to be paid to the Authority upon issuance of the bonds as
described in Section 1.7 herein. A TEFRA hearing and approval by the City Council of the
City (“City Council”), as described in Section 7.4, on behalf of another issuer will include a
provision that the owner, operator or manager of the project considered for financing by tax-
exempt debt will not change without the prior approval of the Housing Commission’s
President and CEO.

6. SELECTION OF THE FINANCING TEAM

6.1

6.2

6.3

6.4

6.5

Through separate Requests for Qualifications (“RFQ”), a pool of bond counsels, and a pool
of financial advisors, will be established to serve as financing team participants on individual
bond transactions. The RFQ process is a fair and competitive process which includes
advertising, a competitive selection process and interviewing, if necessary. Firms will be
selected in accordance with the Housing Commission's applicable equal opportunity
policies.

The establishment of each pool will be made by a selection committee with the approval of
the Housing Commission Board. The selection committee will consist of Housing
Commission staff and representatives from other City departments, such as the City
Attorney's Office, City Auditor, and Debt Management. Generally, the selection will be
made for a one -year period. The term may be extended for four additional one-year periods
by the President and CEO.

The bond counsel and financial advisor specifically represent the interests and concerns of
the Housing Commission, the Housing Authority and the City in ensuring the integrity of the
bond transaction. The project sponsor may, at its own expense, add additional members to
the finance team to represent its interests.

The Financial Advisor for each transaction will be designated by the President and CEO
from the selected pool for approval by the Housing Commission Board on a rotating basis.
The Financial Advisor will prepare a feasibility study on whether it is economically advisable
to proceed with the financing, including: evaluation of the financial strength of the project;
assumptions regarding income and expenses; sources of security for bonds in addition to
the project; developer's financial situation and experience in operating and managing rental
projects; marketability of the bonds; rights and resources of parties to the transaction in the
event of default; and provide financial advice on all relevant issues to best protect the
interests of the City and the Housing Authority. The compensation for financial advisory
services to determine whether it is advisable to proceed with a financing will not be
contingent on the sale of the bonds.

Bond Counsel will be designated for each financing by the President and CEO from the
selected pool on a rotating basis subject to approval by the Housing Commission Board.
Bond Counsel will prepare the necessary legal documentation, including provisions
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6.6

6.7

6.8

regarding compliance with any applicable continuing disclosure requirements, provide an
opinion regarding the validity of the bonds and their tax exemption, and provide legal advice
on all relevant issues to best protect the interests of the Housing Commission, the City and
the Housing Authority, including but not limited to the project monitoring requirements for
federal tax and CDLAC purposes.

Bond Underwriter/Remarketing Agent/Private Placement Purchaser—The developer shall
select the construction and permanent lender/bond purchaser and method of selling the
bonds for a given transaction subject to the requirements set forth herein and the approval
of the Housing Commission. However, as referenced in Section 1.8 (herein) the Housing
Authority shall not allow a bond transaction where the tax credit investor is also the bond
purchaser. The practice of allowing the developer to propose the lender and bond structure
is intended to create an incentive for qualified financial firms to actively work with
developers to structure and present feasible financing proposals that meet program
requirements.

In the event the developer has not identified a proposed financing structure for a given
transaction, the Housing Commission will select an underwriter, lender, or private
placement purchaser through a request for proposals process.

The Bond Trustee (a bank designated by the Housing Authority as the custodian of funds
and official representative of bondholders), if required by the bond structure for the
financing, will be approved by the President and CEO based upon a Request for Proposals
process.

7. THE FINANCING PROCESS

7.1

7.2

7.3

Application—A developer interested in new-money financing must submit an application for
bond financing or, in the case of an existing financing, a request for bond refunding or
restructuring to the Housing Commission. Part of the required information is a disclosure
statement, on each of the parties involved in the developer/ownership entity. Housing
Commission staff will review the application for feasibility.

Deposit—At the time of the application, the developer must pay a $10,000 application
deposit to cover the preliminary costs of the proposed bond issuance, reissuance or
restructuring. If the financing goes ahead, the deposit will be subject to reimbursement at
the bond closing. If the bond issue does not proceed to closing, then the $10,000
application deposit will be retained for payment toward the preliminary costs incurred by the
Housing Commission and its consultants’. The $10,000 application deposit may be waived
by the President and CEO.

Inducement Resolution—In conjunction with the City Attorney’s Office and Bond Counsel, a
bond inducement resolution will be drafted and approved by the Housing Authority. All new-
money projects must be induced. An inducement resolution is a conditional expression of
the Housing Authority’s “official intent” to issue bonds for a given project and is required
under Treasury Regulation Section 1.150-2(e) 1.150-2(e). Approval of the inducement
resolution establishes, through the public record, the date from which project costs incurred
may be determined to be eligible for financing under the program. Therefore, applicants are
encouraged to induce their projects as soon as practicable to clearly identify the project, its
location, maximum number of units, the maximum amount of financing, and the proposed
ownership entity.

A. Application to CDLAC—The inducement resolution also authorizes Housing
Commission staff to submit an application to CDLAC, on behalf of the developer/project
sponsor, for a private activity bond allocation.

B. No Binding Financial Commitment—Adoption of the inducement resolution does not
represent any commitment by the Housing Commission, Housing Authority, or the

54



City of San Diego Debt Policy

7.4

7.5

7.6

7.7

7.8

7.9

developer to proceed with the financing. The approval of the inducement resolution, by
itself, does not authorize any subordinate financing by the Housing Authority or any
other entity of the City. The Housing Authority retains absolute discretion over the
issuance of bonds through adoption of a resolution authorizing such issuance.

C. No Land Use or Building Code Approval—Approval of the inducement resolution shall
not be construed to signify that the project complies with the planning, zoning,
subdivision and building laws and ordinances of the City or suggest that the Housing
Authority, the City, or any officer or agent of the Housing Authority or the City will grant
any such approval, consent or permit that may be required in connection with the
development of a given project.

TEFRA Hearing and Approval—In order for interest on the bonds to be tax-exempt and in
accordance with the Tax Equity and Fiscal Responsibility Act (TEFRA) of 1982, Section
147(f) of the Internal Revenue Code of 1986, the issuance of bonds must be approved by
representatives of the governmental unit with jurisdiction over the area in which the project
is located, after a public hearing for which a reasonable public notice adequately describing
the proposed location of the project, the number of units, and proposed bond issuance
amount was given. As the legislative body for the City of San Diego, federal regulations
require that the issuance of bonds by the Housing Authority be approved by the City
Council. The purpose of the public hearing is to provide an opportunity for interested
persons to provide their views on the proposed bond issuance and on the nature and
location of the project. The TEFRA hearing will be conducted by City Council at the date
and time specified in the TEFRA notice. The TEFRA notice shall be published in a
newspaper of general circulation within the City at least 14 days in advance of the TEFRA
hearing.

Bond Allocation—Prior to the issuance of private activity, tax exempt bonds, the Housing
Authority must apply for, and receive an allocation of bond issuing authority from CDLAC.
To receive such an allocation, the Housing Authority and the developer must document their
readiness to proceed with the bond financing.

Performance Deposit—At the time of the application to CDLAC, the developer must deposit
with the Housing Authority one half of one percent of the requested allocation amount (or as
required by CDLAC) as a performance deposit. The deposit will be returned to the
developer according to the CDLAC procedures; the deposit is subject to reversion to the
CDLAC if the financing does not close according to the CDLAC procedures.

Local Review—All projects must be in compliance with the City's zoning requirements and
adopted community plans. Prior to requesting the Housing Authority approval of a new-
money bond issuance, the project must undergo all planning procedures and land use
approvals, including discretionary review, community planning group review, and
environmental analysis, as required. All projects must be reviewed by the applicable
community planning group(s) prior to final bond authorization by the Housing Authority.

Coordination with City Finance Representatives—Housing Commission staff will work with
the City Attorney’s Office, the Debt Management Department, and other City departments,
as necessary, in preparing bond issuances for affordable housing projects.

A. Compliance with City’s Disclosure Ordinance—As a related entity of the City, the
Housing Commission will adhere to the City disclosure ordinance (0-19320) as it may
be amended from time to time. The Housing Commission will present offering
statements and disclosure documents for review and approval, as appropriate, by the
City’s Disclosure Practices Working Group.

Housing Commission/Housing Authority Final Approval—Housing Commission staff
recommendations to proceed with a proposed bond issuance, reissuance, or bond
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restructuring will be presented for approval by the Housing Commission. If approved, staff
will work with the approved financing team to structure the financing and to prepare the
necessary bond documents. The resulting bond documents, authorizing resolution, staff
report, and other relevant docket materials will be submitted for final approval by the
Housing Authority.

8. TENANT RELOCATION

8.1

As required by CDLAC regulations (Section 5211 “Tenant Relocation”) if low-income
tenants will receive a rent increase exceeding five percent (5%) of their current rent, then a
relocation plan is required to address economic displacement. Where applicable, the
applicant shall provide evidence that the relocation plan is consistent with the Uniform
Relocation Assistance and Real Property Acquisition Policy Act (42 U.S.C. 61).

9. PROHIBITION OF CERTAIN "SUBSTANTIAL USERS”

9.1

The Housing Commission and Housing Authority, each in its sole and absolute discretion,
reserves the right to reject and not issue bonds for proposed projects where, in the
proposed financial structure, the proposed bond purchaser is the same entity or a related
entity as the project owner (including, but not limited to, tax credit investor limited partners)
or involves any other arrangement which may limit the Housing Commission or Housing
Authority’s ability to charge administrative fees in the amounts detailed in Section 1.7
herein.

10. POST ISSUANCE COMPLIANCE

10.1

10.2

At completion of the new construction or rehabilitation work, the developer shall provide to
the Housing Commission staff a certification from the project’s architect that the project
includes all design elements that formed the basis for CDLAC's award of bond allocation
points (including but not limited to sustainable building methods and/or energy efficiency
elements). Additionally, at or before completion of the new construction or rehabilitation of
the project, and in any event prior to conversion of bonds to permanent financing, the
developer shall provide the Housing Commission with the final actual sources and uses of
funds and shall confirm to the Housing Commission staff that such sources and
expenditures comply with all state and federal law requirements, including the requirements
set forth in the tax certificate with respect to the bonds.

Annual Certification of Public Benefits and On-going Compliance

As required by CDLAC regulations, all projects that receive a CDLAC bond allocation and
are within an existing regulatory period and/or compliance period, shall be monitored by the
Housing Commission staff for compliance with the terms and conditions of the CDLAC
allocation resolution. The Housing Commission may choose to hire an outside compliance
monitoring firm to assist with such requirements.

A. Annually, on or before January 1 of each year until the expiration of the qualified project
period under the CDLAC Resolution and Bond Regulatory Agreement, the developer
shall provide a written certification of compliance, to the Housing Commission, to
confirm that the completed project meets the terms and conditions stated in the CDLAC
Resolution.

B. The Housing Commission shall review the developer’s certification of compliance and
may request evidence of compliance including supporting documentation as necessary
in the sole reasonable discretion of the Housing Commission.

C. Annually, no later than March 1 of each year until the expiration of the qualified project
period under the CDLAC Resolution and Bond Regulatory Agreement (or such other
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10.3

10.4

10.5

10.6

date as required by CDLAC), the Housing Commission shall complete and submit to
CDLAC the “Annual Applicant Public Benefits and On-going Compliance Self
Certification” in such format as required by CDLAC, that the completed project meets
the terms and conditions stated in the CDLAC Resolution.

D. For projects which are not meeting the terms and conditions stated in the CDLAC
Resolution, the Housing Commission will work with CDLAC staff and Housing
Commission legal counsel, for remedial action, as necessary, including an action for
specific performance or other available remedy. The Housing Commission may
disqualify a bond application from any developer or member of the development
partnership who is not in compliance with CDLAC’s Post Issuance Compliance
requirements, as determined by the Housing Commission and/or by CDLAC.

Transfer of Ownership. The Housing Commission reserves the right to approve any
voluntary change in ownership (i) that results in a transfer of 50% or more of the total equity
interests in a developer or (ii) that results in a transfer of any general partner or managing
member interest in the developer. Such approval to transfer ownership shall be at the
discretion of the Housing Commission subject to any additional requirements set forth in the
tax certificate or Bond Regulatory Agreement. The Housing Commission shall review
management practices of the proposed transferee’s current and previously owned
properties. Any proposed transferee (including individuals within an ownership) whose
currently owned properties have been found by the Housing Commission to have
deficiencies that have not been resolved within the time frame prescribed by the City,
Housing Authority or Housing Commission or other local government authority, may not
assume ownership of any bond financed project. The Housing Commission may initiate
additional inspections to verify findings.

Carryforward Election. With respect to each bond allocation in a given calendar year for
which less than all of the allocation of private activity volume cap was used, the Housing
Commission staff shall contact CDLAC requesting confirmation of the amount, if any, of
carryforward election the Housing Authority shall make under section 146(f) of the Internal
Revenue Code.

Arbitrage Rebate Compliance. The developer shall comply with all applicable federal tax
laws set forth in the tax certificate and bond documents, including arbitrage rebate
compliance. The developer shall provide the Housing Commission with documentation that
verifies the developer’s compliance with federal tax laws set forth in the tax certificate and
bond documents, including rebate compliance reports.

Other Required Disclosures. The developer/owner shall be solely responsible for any and
all continuing disclosures under the Municipal Securities Rulemaking Board (MSRB) rules,
requirements and regulations (including but not limited to fixed rate bond issuances with
Fannie Mae and/or Freddie Mac involvement).

[Supersedes PO300.301, effective July 30, 2013]
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APPENDIX D — COUNCIL POLICY 800-14 “PRIORITIZING CIP PROJECTS”

SUBJECT: PRIORITIZING CAPITAL IMPROVEMENT PROGRAM PROJECTS
POLICY NO: 800-14
EFFECTIVE DATE: November 13, 2013

Capital Improvement Program (CIP) Defined

The City of San Diego’s Capital Improvement Program (CIP) is defined as the City’s financial
plan for the repair and/or construction of municipal infrastructure. The term infrastructure in
this Council Policy refers to capital assets within the City’s span of responsibility and includes,
but is not limited to: streets and related right-of-way features; storm water and drainage
systems; water and sewer systems; public buildings such as libraries, parks, recreational and
community centers; and public safety facilities such as police, fire and lifeguard stations. Capital
investments are necessary for the construction of all parts of municipal infrastructure.

The Importance of Infrastructure

The importance of quality infrastructure cannot be overstated. Without world class infrastructure
the City’s economic prosperity cannot be sustained. The quality of neighborhood infrastructure
will directly determine the livability of the City’s neighborhoods. The community’s health,
safety, and natural environment all depend on available and quality infrastructure. Decisions
about capital investments affect the availability and quality of most government services, as well
as many private services.

Infrastructure can also have a significant effect or improvement on the quality of life of the
City’s neighborhoods by providing fair, transparent and equitable services. The prioritization of
CIP projects that create that infrastructure should take into consideration social, economic and
geographic disadvantaged and under-served communities. Under-served community is defined
as having documented low levels of access and/or use of City services.

CIP Needs List

Typically CIP projects are generated from needs list and implemented through an
interrelationship of client departments, service departments, new private development, and
multiple funding sources. For purposes of the CIP, needs lists are developed by Asset Owners
(city departments) based upon input from several sources including, but not limited to: elected
officials, community based organizations, private residents, operations and maintenance staff, or
other stakeholders.
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A need to repair, replace, improve, or construct a new facility based on failing condition, lack of
a facility, excessive maintenance requirements of existing facilities, or health and safety issues, is
submitted to the Asset Owners. Needs are compiled for each asset within an asset category. These
needs are then evaluated and appropriately grouped for capital improvement

consideration as part of the proposals for the new fiscal year CIP budget submittal. Prior to
initiating a planning phase, all projects competing for funding and being submitted for budget
consideration will undergo simple level scoring as outlined in this policy. The CIP project is
reassessed in detail during the planning phase and, if needed, reprioritized based on the updated
scope, costs and available funding.

The commitment of resources to CIP projects within the City has traditionally not had the
benefit of a comprehensive evaluation to determine overall needs so that projects can be ranked
in priority order, efficiently funded and constructed. This approach may have unintentionally
limited the overall effectiveness of available CIP resources by providing projects with less
funding than needed to accomplish major project requirements, such as planning and design.
This may have limited the City's ability to compete for outside grant funding, since grant
programs often place emphasis on having the design and associated pre-construction activities
completed prior to application for construction financing.

Purpose

The purpose of this policy is to guide the Mayor’s Capital Improvement Program Review and
Advisory Committee (CIPRAC) in its CIP deliberations. The goal of this policy is to establish a
capital-planning process that ultimately leads to policy decisions that optimize the use of
available resources for projects competing from the same fund source or multiple fund sources.

CIPRAC shall use this policy as the exclusive methodology for ranking the relative needs and
merits of CIP projects. This single CIP prioritization policy addresses all funding sources and
asset categories, including enterprise funded projects (golf, water, sewer, airport facilities and
landfill facilities), and non-enterprise funded projects (parks, transportation, drainage, buildings
and major facility projects). This prioritization process shall be utilized for the purpose of
analytical comparison of the costs and benefits of individual needs and projects, as well as an
opportunity to evaluate projects against one another on their relative merits.

Process
In order to implement a prioritization system, there must be an understanding of the constraints

associated with each project’s funding source(s), asset type (project category), or phase of
development.

60



City of San Diego Debt Policy

An Asset Owner shall assess and plan projects in a needs list based on available information,
including preliminary scope of work, and then create CIP projects that will be prioritized per
this Council Policy for funding and budget approval. The project list shall have CIP projects
with well defined scopes of work for proposed improvements, such as replacement, relocation,
realignment, upgrade, rehabilitation or new construction, as compared to a needs list that only
defines the infrastructure need. Projects will not compete across the different funding sources,
project categories, or project phases. However, projects within each of these areas will be
evaluated according to the guidelines outlined below.

A. Project Funding

I.  Projects within restricted funding categories will compete only with projects within the
same funding category. Prioritization within these restricted funding categories will
occur in accordance with this CIP prioritization policy. For example, water system CIP
projects are funded with enterprise funds paid by water ratepayers. All water CIP
projects will be prioritized in accordance with this prioritization policy, but will not
compete for funding with projects not funded by Water Enterprise funds.

The following is a partial listing of restricted funding categories:

a. Community Development Block Grants
b. Developer Impact Fees

o

Enterprise Funds (Airport, Environmental Services, Golf, Undergrounding,
Metropolitan Wastewater, and Water)

o

Facilities Benefit Assessments
Grants

Regional Park Fund

State and Federal Funds
TransNet Funds

o Q oo

Il.  Projects that are not within a restricted funding category will compete for capital outlay
funds, General Fund or bond proceeds in accordance with this CIP prioritization policy.
Although capital needs from the restricted funds or revenue-producing departments are
often separate from the General Fund, the capital investments of all City departments
should be planned together to allow better coordination of capital projects in specific
parts of the City over time. Citywide coordination of capital project planning can
increase the cost-effectiveness of the City's capital programs by facilitating a holistic
approach to infrastructure investments.
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B. Asset Categories

To ensure that the comparison is conducted between similar types of projects, the needs and
CIP projects shall be separated into categories according to the predominant type of asset and
funding sources in the project. Project categories shall include the following asset categories:

1. Enterprise-Funded Assets and Mandated Programs - assets or specific services that
are funded directly by fees and charges to users. These include the services provided by
Public Utilities, Environmental Services, Airports and Golf Courses. This category also
includes assets or services that are required by legal mandate or consent decree.

a. Airport Facilities

b. Drainage Facilities - Storm drain systems and improvements to create best
management practices (BMPs, channels, pump stations, storm drain pipes and
flood control systems) for treating storm water beyond the limits of roadways
and streets

c. Golf Course and Facilities
d. Undergrounding Projects
e. Environmental Facilities - Landfills and supporting facilities and structures

f.  Wastewater Pipelines and Facilities - Wastewater pipelines, facilities and
structures (interceptors, mains, trunk sewers, treatment plants, pump stations,
laboratories, land management and administration buildings)

g. Water Pipelines and Facilities - Water and reclaimed water pipelines, facilities,
structures and land management (distribution mains, transmission mains,
treatment plants, pump stations, reservoirs/dams, standpipes, wells and
laboratories, land management and administration buildings)

2. Mobility Assets — assets that increase mobility options and the functionality of local
roadways, streets, sidewalks and public transport that shall include, but are not limited
to:

a. Bicycle facilities (all classifications)

b. Bridges (pedestrian and vehicular), including replacement, retrofit, and
rehabilitation

c. Erosion control, slope stabilization, and retaining walls supporting transportation
facilities

62



City of San Diego

Debt Policy

d.

f.

Roads, roadway widening, roadway reconfigurations, and street enhancements
including medians and streetscape

Guardrails, barrier rails, traffic calming, flashing beacons, speed abatement work
and other structural safety enhancements

Traffic signals, traffic calming, traffic signal interconnections, signal
coordination work, and other traffic signal upgrades and modifications

Pedestrian facilities including sidewalks, pedestrian accessibility improvements
including curb ramps, street lighting including mid-block and intersection safety
location

3. Public Safety Assets — assets that protect, preserve and maintain the safety of the
community, its environment and property that include:

a.
b.
C.

Lifeguard stations
Fire facilities and structures
Police facilities and structures

4. Neighborhood Assets - assets that improve the quality of life and services in the
community both socially and economically. These include but are not limited to
community support facilities and structures such as:

a.
b.

C.
d.
e.
f.

Libraries

Park and recreation facilities (mini and miscellaneous parks, neighborhood,
open space) and structures, pool centers

Regional sport or event facilities
Community and civic facilities
Public arts and cultural facilities

Community gardens

CIP budgets shall reflect project allocations according to these categories. These project
categories shall include resource allocation for all project components, including environmental
mitigation, property acquisition, and all other activities necessary to complete the project.
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C. Project Phases

To ensure that the prioritization is conducted between projects with a similar level of
completion, all CIP projects shall be separated into the following standard phases within each
project category:

Needs List Assessment (Prior to Inclusion in the CIP Budget): This process is for
scoring and prioritizing a need before the project is submitted for inclusion to
budget. Asset Owners will group the needs with similar scope, funding sources and
functional category, when appropriate, and establish high level project score. This
proposed project will undergo a simple methodology of scoring based on available
information of the asset, including whether the need contributes to an overall service
level goal or other citywide performance metric. Score will be used to determine
whether or not to put the project into the next fiscal year CIP Budget.

After CIP Budget: This process shall be used by CIPRAC for scoring and prioritizing
a project that has been approved for inclusion into the CIP budget. This process
constitutes a detailed and complex scoring methodology of a project in the following
phases of project development after further research of the existing condition of the
asset or the lack of an asset and constraints in implementing the project:

1. Planning and pre-design — includes assessment of the project based on existing
condition of asset or absence of asset, and available information and
development of a feasibility study and preliminary scope, schedule and budget.

2. Design - includes development of the construction plans, specifications,
environmental document, contract documents, and detailed cost estimate for the
CIP project.

3. Construction - includes site preparation, utilities placement, equipment
installation, construction, environmental mitigation and project closeout.

D. Prioritization Factors

Based on the prioritization factors listed below, Asset Owners shall prioritize capital needs and
projects for available budgetary resources. Before utilizing these prioritization factors, each
Asset Owner shall incorporate the following considerations as the sole basis for scoring

projects.
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Asset Owners via CIPRAC shall identify the minimum level of service expected from
the proposed projects and use said service level as a baseline for scoring.

Identify operational and maintenance goals that are realistic and sustainable.

Maintain a basic facility assessment program (asset management program) that will be
used to identify facilities needing improvements.

Maintain a basic infrastructure and facility program that will be used to identify city and
neighborhood asset deficits as identified in the General Plan, community plans and
master plans.

Create a multi-year (ideally five-year) Capital Improvement Planning Program that will
be maintained and assessed annually.

Create and maintain a database of needs and CIP projects list with priority scoring
system consistent among all other Asset Owners.

Designate a single staff to score the needs, monitor the status of each need and
maintain/manage the needs list (listed geographically and based on priority scores) for
stakeholder review and input.

The following are the prioritization factors:

1. Risk to Health, Safety and Environment and Requlatory or Mandated Requirements:

a.

Project avoids or minimizes the risk to health, safety and environment associated with the
infrastructure based on condition assessment of the asset, or the lack of an asset, that may
include the age, size, material, capacity, and history of failure of the infrastructure.

Urgency of the project to reduce the potential hazards to the public, property and
environment.

Project is required by legal mandate or consent decree (project specific or programmatic,
e.g. Department of Health and Environmental Protection Agency’s mandates).

Project is required by other regulatory requirements (project specific or programmatic,
e.g. General Permit Compliance).

Project is required to comply with court orders and settlements or avoids plausible legal
claims (project specific or programmatic).

Project complies with General Plan, Community Plan, Regional Transportation Plan,
and/or approved City-wide master plan.
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g. For Public Safety, this factor will also evaluate the potential in reducing the risks to the
staff’s health and safety minimizing the failure or maintenance of the existing deficient
infrastructure.

For example, scoring projects higher that result in:

I. Reduction in accidents, main breaks, sewer spills and flooding problems.
ii. Improved structural integrity and reliability of infrastructure.

iii. Mitigation of health and environmental hazards.

iv. Fewer or less severe mobility related accidents.
V. Reducing emergency response times to minimum operational standards.
Vi, Addressing consent decrees, court orders, settlements and/or other legal
mandates.
Vii. Compliance with the community plan.

2. Asset Condition, Annual Recurring Costs and Asset Longevity:

Existing conditions and capacity to meet the basic level of service is deficient.

a
b. Avoids potential failure due to substandard conditions.

c. The project improves the overall reliability of the capital asset and infrastructure system.
d

There are major implications of delaying the project such as significant future costs, or
negative community impacts.

@

The extent to which the project reduces City operations and maintenance expenditures.
f. The project increases the longevity of the capital asset or extends the useful life of the
asset in the long term.
For example, scoring projects higher that result in:
I. Reducing frequency and cost of repairs and bring the facility to current
standards.

ii. Reducing both maintenance requirements and energy consumption or the need
for periodic cleaning.
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3. Community Investment and Economic Prosperity:

a.

The project contributes toward economic development and revitalization efforts. b.

The project reduces or avoids impacts to the community when infrastructure fails.

C.

g.

The project will benefit under-served communities including those with low income
households, low community engagement and low mobility or access to transportation
systems based on San Diego Association of Governments (SANDAG) census tract.

The project implements the Economic Prosperity Element of the General Plan and/or
other community plans.

The project is located in a census tract that is deemed eligible for Community
Development Block Grant (CDBG) funds.

The project is located within half (1/2) mile of an existing affordable housing
development.

The project benefits communities that have the highest population served per acre.

For example, scoring projects higher that:

. Implement the City of Villages strategy.
ii. Implement a corridor plan.

ii. Implement an economic strategy to attract new employment centers or revitalize
existing ones in neighborhoods where unemployment is above the city median.

iv. Are located in CDBG eligible neighborhoods.

V. Construct or renovate a library or other facility that would allow a low-income
community to have more access to literacy services and other community
services.

4. Level and Quality of Service:

a.

b.
C.

The project improves existing conditions and capacity to meet the minimum level and
quality of services that is deficient. Avoids potential failure due to substandard
conditions.

The project addresses an infrastructure or facility deficit identified in a community plan.

The project addresses the need to install new facilities or improve existing facilities to
provide access to City services that promotes growth and employment opportunities in
under-served communities consistent with the City’s Living Wage Ordinance.
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For example, scoring projects higher that:

I. Brings a facility for the first time to a neighborhood as opposed to
improving/expanding an undersized but existing functional facility.

5. Sustainability and Conservation:

a.

The project improves the health of the community and natural environment through
sustainable designs with improved regional air quality and reduced greenhouse gas
emission that contributes to climate change.

The project facilitates multiple transportation options (including walk-ability, bicycles,
and public transportation) and reduces the need for auto-dependency.

Where appropriate, the project promotes infill development, open space and land form
preservation, habitat protection and biological diversity, and enhanced urban runoff
management.

The project incorporates design that meets or exceeds recognized federal and state
standards in the field of energy efficiency, such as State of California Title 24 Energy
Efficiency Standards, LEED building standards, etc.

The project results in greener neighborhoods and reduces or avoids the potential public
exposure to pollutants, contamination and other hazards to public health and
environment.

For example, scoring projects higher that:

I. Utilize renewable or green energy project materials and resources efficiently.
ii. Promote community walk-ability and use of bicycles or public transit.

iii. Promote community use of locally-sourced and environmentally friendly
products and services.

iv. Include planting of appropriate trees in street medians or adding park and open
space.

6. Funding Availability:

a.

The greater a project leverages City funds against external funds (grant funds or cost
sharing from outside entities) the greater priority said project shall receive.
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b. The project’s rank is increased based on assessment of the amount of funding needed to
complete the current project phase and the entire project.

For example, scoring projects higher that bring grant funds from an outside agency into the City
and scoring projects lower that rely only on City funds.

7. Project Readiness:

a. The project is ready to enter the phase corresponding to the funding proposed. For
example, a design-build project with a completed environmental document will score
higher than a design-build project without a complete environmental document.

b. The project shall be scored based upon the delivery method. Project that can be
delivered most expeditiously shall be preferred.

c. Assessment of non-engineering issues involved in completing the project. (e.g.,
significant environmental issues, project complexity, and level of public support). For
example, projects with complex environmental issues or known significant legal
challenges shall be scored lower than projects without said complications.

8. Multiple Category Benefit and Bundling Opportunities:

a. The project fulfills the prioritization factors described above across multiple scoring
categories.

b. The project reduces construction costs by potentially bundling with adjacent projects. c.

The project provides for partnering or bundling opportunities with other local, state, or
federal agencies (e.g. leverages shared resources).
For example, scoring a project higher for:
I. A roadway project that also provides for the replacement of a deteriorated storm
drain.

ii. A streetscape project that also provides street lighting at critical intersections.

ii. A bikeway project that provides slope stabilization at an area of known erosion
problems.
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E. Scoring Weights

The following are the corresponding scoring weights in percentage for each factor per asset

category:

Factors Enterprise-Funded Mobility Public | Neighborhood
Assets and Mandated | Assets Safety Assets
Programs Assets

1. Risk to Health, Safety and 25 20 15 10
Environment and Regulatory or
Mandated Requirements
2. Asset Condition, Annual 20 20 20 15
Recurring Costs and Asset
Longevity
3. Community Investment and 20 20 10 25
Economic Prosperity
4. Level and Quality of Service 10 20 30 20
5. Sustainability and 10 5 5 10
Conservation
6. Funding Availability 5 5 10 5
7. Project Readiness 5 5 5 5
8. Multiple Category Benefit and 5 5 5 10
Bundling Opportunities

Total 100 100 100 100

For consistent and accurate application of the prioritization factors each asset department shall
develop asset-specific sub-criteria for each factor. These criteria shall be applied to their own

projects at both the Needs List Phase and the Funding Phase.
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F. Implementation Process

The following process discusses the steps in prioritizing projects from a need through project
implementation.

1.

Stakeholder, including but not limited to: the public, Community Planning Group,
elected officials, Asset Owners, and other stakeholders submits a need to the Asset-
Owning Department (AO).

The AO reviews the needs and groups them with similar scope, funding sources and
functional category, when appropriate. The AO prepares a preliminary scope, cost
estimate and schedule, and establishes high level priority score.

The AO submits the project with the priority score to Capital Improvements Program
Review and Advisory Committee (CIPRAC) for review and recommendation for
Mayoral approval.

a. If the Mayor approves CIPRAC’s recommendation the project is submitted as
part of the Mayor’s proposed CIP Budget.

b. If the Mayor rejects the recommendation the project goes back to the AO as a
need for reconsideration for next budget cycle.

Once the project is in the Mayor’s proposed CIP Budget:

a. If CIP project is approved during the budget process the AO submits the project
to Public Works (PW) for further assessment of the scope, cost and schedule.

b. If CIP project is rejected during the budget process, the project goes back to the
AO as a need for reconsideration for next budget cycle.

PW updates the priority score for the CIP project with complex and more detailed
scoring using the policy’s prioritization factors and weights. The detailed scoring is
based on detailed research and available information that may require changes to the
project scope, schedule, costs and prioritization score.

a. If a project with the final scope, cost, schedule and prioritization score is fully
funded, PW starts design and implements the project through construction.

b. If project requires additional funding, the project is returned to AO for additional
funding and to CIPRAC for review and approval.
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Conditions:
1. Emergency projects will automatically have 100% priority score.

2. The resultant ranking list for each category and phase of needs and CIP projects
shall be reported by the Mayor to the Council as part of the annual CIP budget,
with recommendations for funding.

3. Upon approval of the CIP budget by the Council, the Mayor shall pursue the
completion of each project phase according to the priority ranking resulting from
this prioritization process up to the total amounts authorized by Council for each
project category. The Mayor shall also utilize the resultant priority ranking for the
pursuit of all outside grant funding opportunities.

4. The Mayor will update the priority score as the conditions of each project change
or other new information becomes available. For instance, if grant funding
becomes available for a lower ranked project, the priority score would be re-
evaluated with this new information. When changes occur that would alter a
project's priority ranking, the priority list will be revised. The City Council will
receive an informational brief of changes to the priority list at mid-year, and the
annual update of the list will be part of the budget process. Similarly, resources
shall not be withdrawn from a project prior to the completion of its current phase,
unless reallocation is authorized by the annual appropriation ordinance or
approved by Council.

Review of this policy by the appropriate Council committee shall be performed one year
after implementation of this policy and bi-annually thereafter to identify additional
enhancements.

Implementation of this Council Policy is not intended to release or alter the City’s current
or future obligations to complete specific CIP projects by specified deadlines, as may be
imposed by court order, or order of any federal, state or local regulatory agency.

HISTORY:

Adopted by Resolution R-302291 - 01/16/2007
Amended by Resolution R-303741 - 05/30/2008
Amended by Resolution R-308535 - 11/13/2013
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APPENDIX E — BASIC LEGAL DOCUMENTS

The following basic legal documents are found in most public finance transactions.

El Indenture

Purpose:

The indenture is the basic security document of a bond transaction. It provides the terms of the
bonds, including payment dates, maturities, redemption provision, registration, transfer and
exchange, etc. The indenture creates the legal structure for the security for the bonds, including:

Creation and granting of the Trust Estate

Pledge of revenues and other collateral

Covenants

Default and remedy provisions

Flow of funds

Parity debt provisions for issuance of additional bonds in the future
Trustee-related provisions

Substitutes: Trust Agreement; Fiscal Agent Agreement; Bond Resolution or Bond
Ordinance.

Principal Drafter: Bond Counsel.

Parties: Issuer, Trustee.

Critical Provisions for Issuer Review:

Definitions of permitted investments and revenues; scope of trust estate and pledged collateral;
payment and redemption terms of bonds; additional bonds test; flow of funds with special
consideration to retaining the flexibility needed to use funds not otherwise needed for debt
service; reserve fund provisions; covenants; default and remedy provisions; defeasance
provisions.

E2 Loan Agreement

Purpose:

The loan agreement is the document under which the bond proceeds are lent or otherwise
provided for the project being financed and the user of the proceeds agrees to pay the amount of
the bonds, plus interest. It provides for payment of loan, installment sale or lease payments
sufficient in time and amount to pay debt service on the bonds.

Substitutes: Installment Sale Agreements, Facilities or Project Lease.
Principal Drafter: Bond Counsel.
Parties: Conduit Borrower/Obligator, Issuer.
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Critical Provisions for Issuer Review:

Representations and warranties; covenants; prepayment provisions; pledge provisions; title
provisions; abatement provisions.

E3 Authorizing Resolution

Purpose:

The resolution authorizes issuance and sale of bonds, authorized execution and delivery of
documents, and directs staff to take other actions necessary to complete financing.

Substitutes: Authorizing Ordinance.
Principal Drafter: Bond Counsel or Issuer’s Counsel.
Parties: Issuer.

Ciritical Provisions for Issuer Review:

Parameters for delegation of authority to sell bonds; maximum par amount and term of bonds;
conformance to issuer’s standard form of resolution.

E4 Bond/Note Purchase Agreement

Purpose:

Provides for the sale of the bonds to the underwriter; specifies discount, interest rates and terms
for payment of purchase price; contains representations and warranties of the issuer; contains
conditions precedent to underwriter’s obligation to purchase the bonds at closing; specifies
documents to be delivered at closing; specifies who will pay expenses.

Substitutes: Official Notice of Sale and Bid Form (competitive sales); Placement
Agreement (private placements).

Principal Drafter: Underwriter’s Counsel or Disclosure Counsel.

Parties: Underwriter, Issuer, and Conduit Borrower.

Critical Provisions for Issuer Review:

All points listed under “Purpose” section.
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E5 Official Statement

Purpose:

The Official Statement is the document, which provides disclosures to investors and potential
investors. Most financings are required to have Official Statements under SEC Rule 15¢2-12.
This document provides disclosure to prospective investors regarding term of bonds, security, risk
factors, and financial and operating information concerning issuer and background information.

Substitutes: Offering Memorandum; Limited Offering Memorandum, Offering
Circular.

Principal Drafter: Issuer, Disclosure Counsel.

Parties: Issuer.

Critical Provisions for Issuer Review:

Security and sources of payment for the bonds; risk factors; financial and operating data
regarding the entity responsible for payment; litigation; and general information about the issuer.

E6 Continuing Disclosure Agreement

Purpose:

The Continuing Disclosure Agreement contains the undertakings of the issuer to provide ongoing
disclosure in the form of annual reports and event notices pursuant to SEC Rule 15¢2-12. The
undertakings must remain in place for the life of the issuance, with certain exceptions for pool
bonds.

Substitutes: Continuing Disclosure Certificate.
Principal Drafter: Underwriter’s Counsel, Disclosure Counsel, or Bond Counsel.
Parties: Issuer, Obligated Persons; Trustee.

Critical Provisions for Issuer Review:

Contents of annual reports; deadline for filing annual reports; listed event notices; amendment
provisions.

E7 Reimbursement Agreement

Purpose:

The Reimbursement Agreement appears in transactions involving a letter of credit or surety

policy guaranteeing payment on the bond or draws against the reserve fund, respectively. It

contains the obligation to repay the letter of credit bank amounts drawn on the credit facility.
Term and conditions vary depending upon the type of transaction involved.
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The Reimbursement Agreement provides for costs incurred prior to the bonds being issued to be
reimbursed from such proceeds up to the date that is specified therein.

Substitutes: Financial Guarantee Agreement.
Principal Drafter: Bank Counsel, Surety Provider Counsel.
Parties: Issuer, Bank, and Trustee (in some cases).

Critical Provisions for Issuer Review:

Representations and warranties; fees payable to bank; ability of bank to “participate” the credit
facility to other banks; renewals and extensions of the credit facility; default and remedy
provisions; collateral provisions; choice of law provisions.

ES8 Tax Certificate

Purpose:

The Tax Certificate contains certifications required to be made by the issuer, and in case of a
conduit issue, the borrower, in order to satisfy the requirements of the Internal Revenue Code and
the regulations issued there under for the bonds to be tax-exempt. It also describes the rules
applicable to the investment of bond proceeds under federal tax law.

Substitutes: Tax Agreement; Arbitrage or Non-arbitrage Certificate.
Principal Drafter: Bond Counsel.
Parties: Issuer, Borrower.

Critical Provisions for Issuer Review:

Spend down requirements, yield restrictions, arbitrage filing dates.

E9 Closing Documents

Purpose:

Contains the certificates, receipts, written directions and requests, requisitions and similar
documents, which are delivered at the closing of the issuance. These documents generally
accomplish the following:

A. Document the factual representations required by the purchase contract and
accuracy and completeness of expertise portions of the disclosure;

B. Document compliance with the requirements of law and contract for the issuance
of the bonds;

C. Document the flow of funds at closing; and
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D. Instruct parties to take certain actions upon closing; i.e., deposit funds in
accounts, record documents, file reports, release security, etc.

Substitutes: None.
Principal Drafter: Bond Counsel.
Parties: All parties to transaction.

Critical Provisions for Issuer Review:

Accuracy of all amounts for receipt and deposit of funds, accuracy of representations, warranties,
and certifications. All requisitions should be reviewed to determine correctness of payments,
deposits and transfers.
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APPENDIX F — DISCLOSURE PRACTICES WORKING GROUP —

DISCLOSURE CONTROLS AND PROCEDURES

City of San Diego
Disclosure Practices Working Group

Disclosure Controls and Procedures

Article |
General

Section 1.1.  Purpose. These Disclosure Controls and Procedures are designed to (i)
ensure the accuracy of the City of San Diego’s disclosures and the City’s compliance
(including the City Council, City officers, and staff) with all applicable federal and state
securities laws, and (ii) promote best practices regarding disclosures relating to securities
issued by the City and its Related Entities.

Section 1.2.  Disclosure Practices Working Group. Pursuant to Sections 22.4101 and
22.4103 of the Municipal Code a DPWG has been established. Membership of the
Disclosure Group shall be as set forth in Section 22.4103 of the Municipal Code.

Section 1.3.  Responsibilities of DPWG. The DPWG shall have the responsibilities set
forth in (i) subsection (b) of Section 22.4101 of the Municipal Code, (ii) Section 22.4107
of the Municipal Code, (iii) subsection (a) of Section 22.4109 of the Municipal Code, and
(iv) such additional responsibilities as are set forth in the Municipal Code and these
Procedures.

Section 1.4.  Meetings of the Disclosure Group. In accordance with Section 22.4104 of
the Municipal Code, DPWG shall meet as often as necessary to fulfill its obligations. Any
member of the Disclosure Group may convene a meeting. Meetings may be attended in
person or via telephone, however at least one in-person meeting is required for approval
of Official Statements, CAFRs and other Disclosure Documents if so requested by any
Member. The Disclosure Coordinator shall distribute an agenda for each meeting. The
agenda shall be prepared in consultation with members of the DPWG or at the request of
City staff. Any member or ex officio participant of the DPWG may place an item on the
agenda.

Section 1.5.  Quorum; Delegation. A quorum will consist of at least three of the five
individuals identified in Section 22.4103(a) of the Municipal Code or the designees of
those individuals. Members may designate appropriate individuals to attend DPWG
meetings in the event that the Member is not able to attend. Disclosure Documents may
only be approved by Members or designees specifically permitted under the Municipal
Code.
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Article 11
Definitions

Section 2.1.  Definitions. Capitalized terms used in these Disclosure Controls and
Procedures shall have the meanings set forth below:

“CAFR” means the City’s Comprehensive Annual Financial Report.
“City” means the City of San Diego, California.

“Contributors” means those persons contacted by the Financing Group or the
Disclosure Group, or assigned by a department director, to assist with the review or
preparation of a Disclosure Document as described in Section 4.3.

“Deputy City Attorney for Finance and Disclosure” means the attorney
designated as such pursuant to Section 22.0302 of the Municipal Code.

“Disclosure Coordinator” means the Deputy City Attorney for Finance and
Disclosure.

“Disclosure Documents” means those documents defined as such in Article 111.

“EMMA” means the Electronic Municipal Market Access reporting system of the
Municipal Securities Rulemaking Board.

“Financing Group” means, collectively, those persons identified as such pursuant
to subsection A. of Section 4.3.

“Member” means the individuals identified in Section 22.4103(a) of the
Municipal Code.

“Municipal Code” means the San Diego Municipal Code, as amended from time
to time.

“Preparer’” means those persons defined as such in subsection A. of Section 4.5.
“Procedures” means these Disclosure Controls and Procedures.

“Related Entities” means those entities as defined in Section 22.4102 of the
Municipal Code. Related Entities include, but are not limited to, those Related Entities as
set forth in Exhibit A.

Article 11
Disclosure Documents

Section 3.1.  Disclosure Documents. “Disclosure Documents” means (i) the City’s
documents and materials prepared, issued, or distributed in connection with the City’s
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disclosure obligations under applicable federal and state securities laws relating to its
securities and (ii) any other disclosure which, pursuant to the Municipal Code, the
Disclosure Group has the responsibility to review and approve. Disclosure Documents
shall include, but not be limited to, the following:

A. Preliminary and final official statements, and preliminary and final private
placement memoranda, relating to the City’s securities, together with any supplements;

B. the City’s Financial Statements;

C. any filing made by the City with EMMA, whether made pursuant to a
continuing disclosure agreement to which the City is a party or made voluntarily;

D. rating agency presentations, investor presentations and any postings on the
City investor webpage, not including explanatory or informational items such as the
forward calendar;

E. any disclosure materials requiring, pursuant to the Municipal Code,
approval and certification by the Mayor, City Attorney, or Chief Financial Officer;

F. disclosures provided by the City in connection with securities issued by
Related Entities, together with all of such documents and materials prepared, issued, or
distributed in connection with such securities of such related entity, to the extent that the
City, the City Council, or City officers, or staff have prepared or are responsible for the
preparation of the form or content of such documents or materials;

G. offering documents prepared by Related Entities if such documents are
subject to the approval of the City Council (e.g. when the City Council is acting in its
capacity as the governing board of the Housing Authority or the Successor Agency of the
Redevelopment Agency or the legislative body of the Community Facilities Districts);
and

H. such portions of the City’s adopted annual budget as the Disclosure Group
determines to be appropriate, which shall at a minimum include the executive summary.

Section 3.2 Where a City Related Entity is a conduit issuer and no City or Related
Entity financial information is being disclosed (e.g., Housing Authority multifamily
housing revenue bonds), documents otherwise meeting the definition of Disclosure
Document herein need not be reviewed by DPWG.

Article 1V
Review Process

Section 4.1. Determination of “Disclosure Document” status. Whether a particular
document or other communication is a Disclosure Document shall be determined by
DPWG, including but not limited to, the determination whether a document should be
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filed voluntarily with EMMA (Section 3.1.C. above). Any Member may seek the advice
of DPWG to determine whether any document should be treated as a Disclosure
Document. To assist DPWG in its determination whether a particular document is a
Disclosure Document as described in subsection F. of Section 3.1, information shall be
solicited from the appropriate Related Entity, if necessary.

Section 4.2.  Review of Form and Content of Disclosure Documents. DPWG shall
review the form and content of each Disclosure Document. DPWG may require the
attendance of all persons responsible for the preparation or review of the Disclosure
Document.

Section 4.3.  Review of Official Statements. The following procedures shall apply to
those Disclosure Documents described in subsections A. or G. of Section 3.1 (Official
Statements):

A. Financing Group. The Debt Management Director shall identify a
Financing Group for each financing (the composition of which may differ for each
financing), which shall include the Deputy City Attorney for Finance and Disclosure (or
such other Deputy City Attorney designated to work on the matter by the Deputy City
Attorney for Finance and Disclosure), such manager of Debt Management and other City
finance and operations management staff as the Director of Debt Management determines
is appropriate to interface with the bond financing team (i.e., bond counsel and/or
disclosure counsel, underwriter(s), underwriter’s counsel, financial advisors, and
appropriate City staff).

B. Responsibilities of Financing Group. The Financing Group shall (i) assist
the bond financing team in the preparation of the Disclosure Document and (ii) the
Director of Debt Management working with the Financing Group shall certify to DPWG
that, to the best of his or her knowledge, these Procedures were followed in such
preparation.

1. The Financing Group shall be responsible for soliciting material
information from City departments. The Financing Group shall identify Contributors
who may have information necessary to prepare, or who should review portions of, the
Disclosure Document. These Contributors should be timely contacted and informed that
their assistance will be needed for the preparation of the Disclosure Document, which
notification will contain the information set forth in Exhibit C. Contributors shall be
provided with adequate time to fulfill their responsibilities under these Procedures.

2. The manager of Debt Management assigned to the financing,
together with the Deputy City Attorney for Finance and Disclosure, shall maintain or
cause to be maintained by the transaction disclosure counsel an accurate log of all
individuals or departments that contributed to the Disclosure Document, including what
sections such individuals or department prepared or reviewed. The Deputy City Attorney
for Finance and Disclosure shall also be responsible for maintaining all certifications on
behalf of DPWG.
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3. The Financing Group shall confirm to and advise DPWG that each
section of and all financial and operating information contained in the Disclosure
Document has been reviewed by an appropriate person, as evidenced by the written
material described in 2. above (which shall constitute the “audit trail” referenced in
Section 22.4106(a)(4) of the Municipal Code). Of particular import is that the “Appendix
A” and other information concerning the City be compared for accuracy against the
City’s CAFR.

4. The Financing Group shall report any significant disclosure issues
and concerns to DPWG as they are discovered.

5. Where appropriate, the Financing Group may exercise the
authority granted to DPWG under Municipal Code section 22.4111 to require
information, assurances or certifications from officers and employees of the City or the
City’s component units or related entities. Any issues related to obtaining such
information, assurances or certifications shall be referred to DPWG. Any issues related
to obtaining information from parties outside the City, including consultants, shall also be
referred to DPWG.

C. Responsibilities of Contributors. A Contributor shall assist in reviewing
and preparing the Disclosure Document using his or her knowledge of the City and by
discussing the Disclosure Document with other members of the department in an attempt
to ensure the accuracy of the information and to determine whether any other information
should be discussed or disclosed. Once a Contributor is notified of his or her need to
participate in preparing a Disclosure Document, the Contributor and the Contributor’s
department director shall cooperate with Financing Group and DPWG requests.
Contributors who provide information incorporated into a Disclosure Document shall
provide assurances to his or her department director as to the accuracy of such
information and the Contributor’s participation shall be noted in the director’s
certification to DPWG.

D. Review and Certification by Department Directors. With respect to those
Disclosure Documents described in subsection A. of Section 3.1, the directors of the
departments identified below, or appropriate designees, shall participate in the activities
of the Financing Group to ensure that information provided by or concerning the
operational responsibilities of the department are accurate and complete. The
departments and component units are as follows:

1. Office of the City Comptroller (Exhibit D)

2. Department of Financial Management (Exhibit D)

3. Department of Risk Management (Exhibit D)

4, Transportation and Stormwater Department (Exhibit D)

5. San Diego City Employees’ Retirement System (Exhibit D)

82



City of San Diego Debt Policy

6. Office of the City Attorney (Exhibit E)

7. Public Utilities Department (if a water or wastewater financing)
(Exhibit D)

The Financing Group or DPWG may request certifications from any other
department, component unit or related entity as needed. Certifications must be provided
by department directors and not designees unless there are extenuating circumstances
such as illness or absence. Certifications shall be addressed to DPWG.

E. Review by Chief Financial Officer. The Chief Financial Officer shall
review the Disclosure Document in full to identify any material difference in presentation
of financial material from the CAFR, any misstatement or omission in any sections that
contain descriptions of information prepared by or of interest to the Chief Financial
Officer. Any comments on the Disclosure Document shall timely be sent to the Financing
Group. (Exhibit F)

Section 4.4.  Review of the City’s Comprehensive Annual Financial Report. The
City’s CAFR is prepared at the direction of the City Comptroller. The City Comptroller
shall require certifications from the director of any department or component unit
providing information for inclusion in the CAFR where the City Comptroller considers
such information material. Departments providing such certifications shall include:

1. Department of Risk Management.

2. Environmental Services Department.

3. Public Utilities Department.

4, Transportation and Stormwater Department.
5. Real Estate Assets Department.

6. San Diego City Employees’ Retirement System.
7. Office of the City Attorney.

In the event that the City Comptroller determines that any department not
specifically identified above is providing material information for inclusion in the CAFR,
the City Comptroller shall require certification from such department. Certifications shall
be address to the Chief Financial Officer and shall generally follow the form of Exhibit

1

Section 4.5.  Review of Disclosure Documents other than Official Statements. The
following procedures shall apply to those Disclosure Documents that are not addressed in
Section 4.3 or Section 4.4:

A. Determination of Disclosure Document. Any person (each, a “Preparer”)
preparing any information for release to the public that could be considered a Disclosure
Document and that is not otherwise identified as a Disclosure Document in the forward
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calendar referenced in Section 6.3, shall notify the Deputy City Attorney for Finance and
Disclosure of such information. The Deputy City Attorney for Finance and Disclosure
shall, in consultation with the City’s outside disclosure counsel, timely make a
determination whether such information is a Disclosure Document pursuant to Section
4.1.

B. Notify DPWG. If it is determined that a document is a Disclosure
Document, the Preparer shall inform DPWG of the (i) expected completion date of the
Disclosure Document and (ii) the expected or required dissemination date of the
Disclosure Document.

C. Involvement of Deputy City Attorney. The Deputy City Attorney for
Finance and Disclosure, in consultation with the City’s outside disclosure counsel as
necessary, shall assist the Preparer to:

1. identify material information that should be disclosed;

2. identify other persons that may have material information or
knowledge of any information omitted from such Disclosure Document; and

3. determine when the Disclosure Document is final and ready for
review by DPWG.
D. Prepare Source List. The Preparer shall keep a list of individuals or

groups that have contributed to the preparation of the Disclosure Document and a list of
sources from which the information summarized or updated in the Disclosure Document
was derived.

Article V
Approval Process

Section 5.1.  General. DPWG shall review and approve the form and content of each
Disclosure Document. To the extent feasible, DPWG should act through consensus
decision-making. If DPWG is unable to reach consensus, any dissenting opinion shall be
reflected in the certificate of DPWG. Those Disclosure Documents that (i) the City is
contractually obligated to file with EMMA if determined to be a material event or as a
result of the failure to file the required annual financial information and (ii) contain no
discretionary content (e.g., rating changes), may be filed with the EMMA upon the
approval of the City’s outside disclosure counsel and the Deputy City Attorney for
Finance and Disclosure. DPWG may so designate other approvals, as appropriate.
DPWG may also approve Disclosure Documents via email after initial reviews are
conducted via telephone or in person.

Section 5.2.  Review of the Official Statements by Disclosure Group for Approval. The
Financing Group shall submit any Disclosure Document described in Section 4.3
(Official Statements) to DPWG when (i) it has completed all the updates, and source
documentation finalized as described in Section 4.3, and (ii) in its best judgment, the
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Disclosure Document is in substantially final form. The Financing Group, including the
transaction disclosure counsel, shall present the Official Statement to DPWG to ensure
the disclosures are accurate and complete. If necessary, documents may be submitted in
parts.

DPWG shall evaluate the Disclosure Document for accuracy, and have the
opportunity to ask questions of the Financing Group and of any Contributor or other
person who reviewed or drafted any section of the Disclosure Document. DPWG may
send the Disclosure Document back to the Financing Group for revisions. DPWG shall
timely provide the Financing Group with any comments or questions on the Disclosure
Document or the associated financing.

Section 5.3.  Submission of Official Statements to Mayor and City Attorney. DPWG
shall submit any Disclosure Document described in Section 4.3 to the Mayor and City
Attorney when, in its best judgment, (i) the Disclosure Document is in substantially final
form and (ii) DPWG has complied with these Procedures. Such submission shall be by
means of the transmittal letter attached as Exhibit L.

The Mayor and City Attorney shall evaluate, or cause to be evaluated, the
Disclosure Document for completeness and accuracy. The Mayor and the City Attorney
shall meet with the Financing Group and DPWG at a mutually convenient time, and may
ask questions of the Financing Group, DPWG, any Contributor, and any other person
who reviewed or prepared any section of the Disclosure Document. The Mayor or City
Attorney may send the Disclosure Document back to the Financing Group for revisions.
Upon satisfaction with the Disclosure Document, the Mayor and City Attorney shall
execute the certifications required by Section 22.4111(a) of the Municipal Code, in the
form attached as Exhibit M, and provide a copy to DPWG.

Section 5.4.  Chief Financial Officer Certification. Upon satisfaction with a Disclosure
Document described in Section 4.3 or in subsection F. of Section 3.1, the Chief Financial
Officer shall execute the certification required by 22.0709(b) of the Municipal Code, in
the form attached as Exhibit N, and provide a copy to DPWG. W.ith respect to each
CAFR, the Chief Financial Officer shall execute the certification required by 22.0709(a)
of the Municipal Code, in the form attached as Exhibit O, and provide a copy to DPWG.

Section 5.5.  Submission of Official Statements to City Council for Approval. As part
of the docketing process, DPWG shall submit any Disclosure Document described in
Section 4.3 to the City Council for approval together with the certifications from the
Mayor, the City Attorney, and the Chief Financial Officer promptly after the receipt of
such certifications. The approval of such a Disclosure Document by the City Council
shall be docketed on the adoption agenda and shall not be approved as a consent item.
The City Council shall undertake such review as deemed necessary by the Deputy City
Attorney for Finance and Disclosure and the City’s outside disclosure counsel to fulfill
the City Council’s responsibilities under applicable federal and state securities laws.

Section 5.6.  Approval of Disclosure Documents other than Official Statements. Any
Disclosure Document shall be submitted to DPWG for approval when the Preparer, the
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Deputy City Attorney for Finance and Disclosure, and the City’s outside disclosure
counsel believe such Disclosure Document is ready for dissemination.

DPWG shall evaluate the Disclosure Document for accuracy and completeness,
and have the opportunity to ask questions of the Preparer or any other person who
reviewed or drafted any section of the Disclosure Document. DPWG may send the
Disclosure Document back to the Preparer for revisions. DPWG shall communicate to
the Preparer any comments or questions on the Disclosure Document or the associated
financing in a timely manner.

Section 5.7. Review and Approval of Private Placements or Direct Loan instruments.
DPWG shall review all borrowings proposed to be done on a private placement or direct
loan basis of the City or its related entities to (i) ensure that adequate processes have been
implemented to enable the purchaser to conduct due diligence on the project; (ii)
determine if there is a disclosure document or annual reporting requirements; and (iii)
ensure, if appropriate, that there are adequate controls in place restricting the transfers of
such securities. If DPWG finds that there are disclosure requirements, they shall
undertake the review required by Section 4.2. For any privately placed transaction,
DPWG shall be provided with the final staff report describing the issue and such other
documents as DPWG shall request.

Article VI
Timelines for Review

Section 6.1. Timeline for Review of Official Statements. The timeline for any
particular bond financing for which a Disclosure Document as described in subsections
A. or G. of Section 3.1 will vary depending on the financing timeline for the bond
issuance, funding needs, and market conditions as determined by Debt Management in
consultation with the Chief Financial Officer, provided that sufficient time is allowed to
fully comply with these Procedures.

Section 6.2. Timeline for Review of Disclosure Documents other than Official
Statements. The timeline for preparing any particular Disclosure Document will vary
depending on the type of Disclosure Document and whether or not the Disclosure
Document was on the forward calendar referenced in Section 6.3. Accordingly, the
following timeline has been developed to assist DPWG and the Preparer in developing a
schedule, but is intended only to provide general guidance in light of the unique
characteristics of each Disclosure Document.
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Scheduled Unscheduled
(measured by  (measured from

days before days after
Disclosure unexpected
Document Disclosure
. dissemination Document
Action scheduled) revealed)
Disclosure Group notified of the potential Disclosure 30 days ASAP

Document

Preparer, Deputy City Attorney for Finance and  15-30 days 4 business
Disclosure, or the City’s outside disclosure counsel days
identify other persons that may have material information

or knowledge of any information omitted from such

Disclosure Document

Disclosure Document finalized and transmitted to  7-15 days 4-5 business
Disclosure Group days

Disclosure Group reviews Disclosure Document and all 5days ASAP
related materials, and approves Disclosure Document for
dissemination

Section 6.3. Forward Calendar. Debt Management shall maintain a forward calendar
that sets forth, to the best judgment of the Department and in consultation with the
Deputy City Attorney for Finance and Disclosure, the Chief Financial Officer, and other
City finance departments as appropriate, a comprehensive list of Disclosure Documents
including the audited financial statements and relevant sections of the City budget that
are subject to the review and approval of DPWG in the upcoming month. The Director
of Debt Management shall advise DPWG of all Disclosure Documents originating in
Debt Management (particularly, those Disclosure Documents described in subsection A.
of Section 3.1, and those Disclosure Documents filed by the City with EMMA pursuant
to continuing disclosure agreements described in subsection C. of Section 3.1) that are
expected to be submitted to DPWG for review and approval. In addition, the Deputy City
Attorney for Finance and Disclosure shall advise DPWG of those Disclosure Documents
described in subsections F. or G. of Section 3.1 that are expected to be submitted to
DPWG for review and approval.

Article VII
Training Policy

Section 7.1.  Training Sessions.

A. Employees with responsibility for collecting or analyzing information that
may be material to the preparation of a Disclosure Document shall attend disclosure
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training sessions conducted by the City’s outside disclosure counsel, with the assistance
of the Deputy City Attorney for Finance and Disclosure, and the Director of Debt
Management. New employees shall review the video of such a session within three
months of their first day of employment. Such training sessions shall include education
on the City’s disclosure obligations under applicable federal and state securities laws and
their responsibilities and potential liabilities regarding such obligations. Such training
sessions may be conducted in person or by video.

B. The determination as to whether a class of employee or specific individual
employees or groups of employees shall receive such training shall be made by the Chief
Financial Officer or the Deputy City Attorney for Finance and Disclosure, as appropriate.
DPWG may also require training for a particular employee or employees not otherwise
specified.

C. Separate training sessions shall be conducted by the City’s outside
disclosure counsel, with the assistance of the Deputy City Attorney for Finance and
Disclosure for the Mayor and City Council members.

Article VIII
Document Retention Policies

Section 8.1.  Official Statements.

A. Materials retained. In addition to closing transcripts, which shall be
maintained by Debt Management, DPWG shall retain in a central depository, for a period
of five years from the date of delivery of the securities referenced in a Disclosure
Document described in subsections A. or G. of Section 3.1, executed copies of any
certifications or logs prepared according to these Procedures and the following materials:

1. the executed copies of the letters, requests, and certifications
required pursuant to these procedures;

2. the information and related sources referenced in the materials
described in 1. above; and

3. any written certification or opinions executed by a City official
relating to disclosure matters if such certifications are not contained in the closing
transcript.

B. Materials not retained. DPWG shall not retain after the date of delivery of
the related securities drafts of any materials.

Section 8.2.  Disclosure Documents other than Official Statements. DPWG shall retain
in a central depository, for a period of five years from the date the respective Disclosure
Document is published, posted, or otherwise made publicly available:

1. the final version of the Disclosure Document,
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2. all transmittal letters, requests, and certifications relating to
information in the Disclosure Document, and

3. the information and related sources referenced in the materials
described in 2. above.

DPWG shall not retain the drafts of any such materials.

Article IX
Confidential Submissions

Section 9.1.  Deputy City Attorney for Finance and Disclosure. The City shall
encourage City employees to contact the Deputy City Attorney for Finance and
Disclosure with any disclosure questions or concerns. To the extent permitted by law,
upon the employee’s request, the Deputy City Attorney for Finance and Disclosure shall
keep the employee’s identity confidential.

Section 9.2.  Fraud Hotline. Anonymous submissions related to disclosure matters may
also be made through the fraud hotline maintained by the City Auditor, if appropriate.

Article X
Annual Review

Section 10.1. Annual Review. DPWG shall conduct an annual evaluation of these
Disclosure Controls and Procedures and also prepare an annual report of the activities
undertaken by DPWG during the year, in accordance with the procedures and the dates
established by Section 22.4106 of the Municipal Code.
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Exhibits
List of Related Entities
Related Entity Letter
Request for Information from Contributors
Transmittal by Department Director or Deputy City Manager to Financing Group
Underwriter’s/Financial Advisor’s Confidentiality Agreement
Letter from Human Resources Manager
Letter from SDCERS Representative
Letter from City Attorney’s Office Regarding Litigation
Letter from Chief Financial Officer
Municipal Finance Disclosure Reference Materials
Transmittal of Official Statement by Financing Group to Disclosure Group

Transmittal of Official Statement by Disclosure Group to City Manager and City
Attorney

Certifications by City Attorney and City Manager
Certification by Chief Financial Officer Regarding Official Statements

Certification by Chief Financial Officer Regarding CAFR
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Related Entities
Assessment District 4030 (Otay Mesa Industrial Park)
Assessment District 4096 (Piper Ranch Business Park)
City of San Diego/MTDB Authority
Community Facilities District No. 1 (Miramar Ranch North)
Community Facilities District No. 2 (Santaluz)
Community Facilities District No. 3 (Liberty Station)
Community Facilities District No. 4 (Black Mountain Ranch Villages)
Convention Center Expansion Financing Authority
Public Facilities Financing Authority of the City of San Diego
Reassessment District No. 1999-1
Reassessment District No. 2003-1
Redevelopment Agency of the City of San Diego
San Diego Facilities and Equipment Leasing Corporation
San Diego Housing Authority
San Diego Housing Commission
San Diego Open Space Park District No. 1

San Diego Tobacco Revenue Funding Corporation

Exhibit A
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Exhibit B

Related Entity Letter

Pursuant to Municipal Code 822.4101 et seq. (Code), the Disclosure Practices
Working Group (Group) has the responsibility to review the form and content of
information disclosed by the City in connection with securities issued by Related Entities
(as defined in the Code). Accordingly, in order to fulfill such responsibility, you must
submit this letter for approval by the Group, and you understand and agree that you will
not docket the Preliminary Official Statement or other offering document for
consideration by the City Council prior to submitting this letter to the Group.

You have received this letter because [name of issuer] is a Related Entity of the
City. Please advise, by checking the appropriate box below, whether you are in receipt of
any information of the type referenced in the preceding paragraph.

O We did not request, and did not receive, any information from a City employee
that we intend to include in the Preliminary Official Statement or other offering
document that is being prepared in connection with the securities being offered by [name
of Related Entity].

O We received information from [name of City employee], a copy of which is
attached, which we intend to include in the Preliminary Official Statement that is being
prepared in connection with the securities being offered by [name of Related Entity]. We
understand and acknowledge that we are not authorized to include this information in
such Preliminary Official Statement or any other disclosure document until we receive
written authorization from a representative of the Group to include such information.

Related Entity:

Authorized Officer:
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Request for Information from Contributors

The Debt Management department of the City is requesting information from
[department or division name] to be included in a detailed disclosure of the City’s
financial and operating data for an [official statement] [annual report] to be issued by the
City in connection with [the sale of bonds or other securities] [federal annual reporting
requirements for municipal securities]. This information will be disseminated publicly to
the investing public, including bondholders, rating agencies, financial advisors and other
members of the investment community.

Federal securities laws require that the information be complete, accurate, and in no way
misleading. Please review carefully and critically the information you are providing to be
certain, to the best of your knowledge after reasonable inquiry of the appropriate persons,
that it is accurate, complete and not misleading. Please be certain that the source
documentation is reliable and auditable, should any future inquiry arise. Please provide a
copy of all source documentation. Please describe any exceptions or other caveats to the
information you are providing.

Please review the information in its entirety, rather than simply updating that which has
already been provided, to determine whether any material changes have occurred or if
any new or additional information should be included to make the information you are
providing not misleading and as complete and accurate as possible.

Please provide the information by no later than [X date], and please advise of any
subsequent changes to such information through [Y date].

If you require additional information regarding this request for information, please
contact , at X : Thank you for your assistance.
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Exhibit D

Transmittal by Department Director
or Chief Operating Officer
to Financing Group

I am the [Department Director/Chief Operating Officer] responsible for reviewing
the portion of the Disclosure Document that is attached. This disclosure has been
reviewed by me and by each identified Contributor, and was discussed at a meeting of the

department. | have also attached copies of any materials that were a source
for all or a portion of this disclosure. | have reviewed and complied with the procedures
set forth in subsection C. of Section 4.3 of the Disclosure Controls and Procedures. |
have attended the federal securities law training seminar conducted by the City’s outside
disclosure counsel or viewed a recorded version thereof. In the event of any material
change to the attached disclosure between the date of this letter and the scheduled
delivery date for the bonds (X date), | shall promptly advise the Financing Group.

[Department Director/Chief Operating

Officer]
Attachments
° reviewed disclosure
. source materials
. list of Contributors
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Exhibit E
[Underwriter’s/Financial Advisor’s] Confidentiality Agreement

The [Underwriter/Financial Advisor] acknowledges, represents and warrants to
the City that in connection with the preparation for and offering and sale of the Bonds,
the [Underwriter/Financial Advisor], its agents, employees and counsel involved in the
offering have been and will be provided non-public information by or on behalf of the
City, including but not limited to drafts of the Preliminary Official Statement and Official
Statement; the [Underwriter/Financial Advisor], its agents, employees and counsel
involved in the offering have been and will be provided such information for the purpose
of the offering and sale of the Bonds and not for any other purpose; and the Preliminary
Official Statement and Official Statement, and any supplements or amendments thereto in
accordance with the provisions of the Bond Purchase Agreement, constitute the only
documents authorized by the City for dissemination of such information.

The [Underwriter/Financial Advisor] covenants and agrees to protect and
maintain the confidentiality of such information and to take appropriate steps to assure
that its agents, employees and counsel involved in the offering will not make use of such
information for any purpose other than the offer and sale of the Bonds.

Notwithstanding the preceding two paragraphs, the [Underwriter/Financial
Advisor] has the right to use or to disclose any information: (i) which is, at the time of
disclosure, generally known or available to the public (other than as a result of a breach
of this Agreement); (ii) which becomes, at a later date, generally known or available to
the public through no fault of the [Underwriter/Financial Advisor] and then only after
said later date; (iii) which is disclosed to the [Underwriter/Financial Advisor] in good
faith by a third party who, to [Underwriter/Financial Advisor]'s knowledge, has an
independent right to such information and is under no known obligation not to disclose it
to the [Underwriter/Financial Advisor]; (iv) which is possessed by the
[Underwriter/Financial Advisor], as evidenced by such [Underwriter/Financial Advisor]’s
written or other tangible evidence, before receipt thereof from the City; (v) to the extent
expressly required by any governmental, judicial, supervisory or regulatory authorities
pursuant to federal or state law, subpoena or similar legislative, administrative or judicial
process; (vi) in connection with the offering and sale of the Bonds if the
[Underwriter/Financial Advisor] or its counsel determines that confidential information is
material (within the meaning of the federal securities laws) and therefore must be
disclosed in connection with the offering and sale of the Bonds, provided, that the
[Underwriter/Financial Advisor] shall provide prior written notice thereof to the City (to
the extent permitted by law), including a copy of the proposed disclosure or other use,
and shall have obtained the City’s written consent to such use if the offering has not
commenced; or (vii) the use of which is consented to by the express prior written consent
of the City.

The [Underwriter/Financial Advisor] shall return all confidential material to the
City when the bond transaction is completed or their services are otherwise completed.
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Exhibit F
Letter from the Labor Relations Director
Financing Group:

I have reviewed the information in the [Official Statement/Offering
Memorandum] that relates to employee relations, collective bargaining, pensions and
benefits, and litigation concerning current or former employees. | have also read and
understand the directions that were provided to me in the letter from the Financing
Group. In the event of any material change to the attached disclosure between the date of
this letter and the scheduled delivery date for the bonds (X date), I shall immediately
advise the Financing Group. [No information concerning the above categories was
included./l have no comments./My comments are attached.]

Labor Relations Director
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Exhibit G

Letter from SDCERS Representative
Financing Group:

I have reviewed the information in the [Official Statement/Offering
Memorandum/CAFR] that relates to pension benefits and other retirement benefits,
pension plan funding, and litigation concerning SDCERS. | have also read and
understand the directions that were provided to me in the letter from the Financing
Group. In the event of any material change to the attached disclosure between the date of
this letter and the scheduled delivery date for the bonds (X date), I shall immediately
advise the Financing Group. [No information concerning the above categories was
included./l have no comments./My comments are attached.]

SDCERS Representative
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Exhibit H

Letter from City Attorney’s Office Regarding Litigation

Financing Group:

The litigation section of the Disclosure Document has been reviewed by the
appropriate attorneys, and the attached disclosure reflects all material current, pending or
threatened litigation, and describes any material settlements or court orders. For purposes
of this letter, the term “material” means (i) any litigation threatened, pending or
commenced against the City seeking to prohibit, restrain or enjoin the issuance, sale or
delivery of the Bonds, or contesting or affecting the validity or enforceability of, the
pledge of revenue for, or the power of the City to issue, the Bonds, (ii) any litigation or
pending regulatory action the potential exposure for which is greater than $5,000,000. In
the event of any material change to such information between the date of this letter and
the scheduled delivery date for the bonds (X date), | shall immediately advise the
Financing Group.

Deputy City Attorney for Finance and
Disclosure
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Exhibit |

Letter from Chief Financial Officer
Financing Group:

I have reviewed the information in the [Official Statement/Offering
Memorandum], including particularly the financial disclosures, and | have compared the
financial disclosures in the Disclosure Document to the City’s Comprehensive Annual
Financial Report. | have also read and understand the directions that were provided to me
in the letter from the Financing Group. To the best of my knowledge, there are no
misstatements or omissions in any sections of the Disclosure Document that contain
descriptions of information prepared by or of interest to the Chief Financial Officer. In
the event of any material change to the attached disclosure between the date of this letter
and the scheduled delivery date for the bonds (X date), I shall immediately advise the
Financing Group. [I have no comments./My comments are attached.]

Chief Financial Officer
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Exhibit J
Municipal Finance Disclosure Reference Materials
1. Public Finance Criteria, Standard & Poor’s (see www.standardandpoors.com,
click on “Criteria and Definitions” under “Credit Ratings”).
2. Questions to Ask Before You Approve a Bond Issue: A Pocket Guide for Elected

and Other Public Officials, National League of Cities; National Association of
Counties; National Association of State Auditors, Comptrollers, and Treasurers;
and the Government Finance Officers Association, Dec. 1996

3. Disclosure Roles of Counsel in State and Local Government Securities Offerings,
American Bar Association, State and Local Government Law, and National
Association of Bond Lawyers, 1994.

4. Recommended Best Practices in Disclosure, National Federation of Municipal
Analysts, 2004.

5. Making Good Disclosure: The Role and Responsibilities of State and Local
Officials Under the Federal Securities Laws, Government Finance Officers
Association, 2001.

6. Disclosure Guidelines for State and Local Government Securities, Government
Finance Officers Association, 1991.
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Exhibit K

Transmittal of Official
Statement by Financing Group
to Disclosure Group

Disclosure Group:

The Financing Group has, with respect to the [Official Statement/Offering
Memorandum], (i) performed the responsibilities set forth in subsection B. of Section 4.3
of the Disclosure Controls and Procedures, (ii) obtained all the approvals and source
documentation described in said Section 4.3, copies of which are attached, and (iii) in our
best judgment, the Disclosure Document is in substantially final form and ready for
review by the Disclosure Group.

Representative of Financing Group

[list names of members of Financing Group]
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Exhibit L

Transmittal of Official
Statement by Disclosure Group
To City Manager and City Attorney

City Manager and City Attorney:

The Disclosure Group has reviewed and approved the [Official
Statement/Offering Memorandum] in accordance with the procedures set forth in Section
5.2 of the Disclosure Controls and Procedures. In the best judgment of the Disclosure
Group, the Disclosure Document is in substantially final form and the Disclosure Group
has complied with the Disclosure Controls and Procedures.

Representative of Disclosure Group

[list names of members of Disclosure Group]
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Exhibit M

Certifications by City Attorney and City Manager
City Council:

I have reviewed the [description of Official Statement or Offering Memorandum],
and | have met with and asked questions of the Financing Group, the Disclosure Group,
any Contributor, any other person who reviewed or drafted any section of the [Official
Statement/Offering Memorandum], and any other person that | thought necessary or
appropriate. | hereby certify that, to the best of my knowledge, the [Official
Statement/Offering Memorandum] does not make any untrue statement of a material fact
or omit to state a material fact necessary in order to make the statements made, in the
light of the circumstances under which they were made, not misleading.

City Manager/City Attorney
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Exhibit N

Certification by Chief Financial Officer Regarding Official Statements

City Council:

I have reviewed the [description of Official Statement or Offering Memorandum]
and compared the City Financial Statements with the Disclosure Document. In addition,
I have reviewed the Disclosure Document in full to identify any misstatement or
omission in any sections that contain or omit descriptions of information prepared by or
of interest to the Chief Financial Officer. | hereby certify that, to the best of my
knowledge:

1. the Disclosure Document fairly presents, in all material respects, the financial
condition and results of operations of the City;

2. the Disclosure Document does not make any untrue statement of a material
fact or omit to state a material fact necessary in order to make the statements made, in the
light of the circumstances under which they were made, not misleading; and

3. that the financial statements and other financial information from the City
Financial Statements included in such Disclosure Document, if any, fairly present in all
material respects the financial condition and results of operations of the City as of, and
for, the periods presented in the City Financial Statements.

Chief Financial Officer
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Exhibit O

Certification by Chief Financial Officer Regarding CAFR

City Council:
I hereby certify that, to the best of my knowledge, as of the date of the CAFR:

1. the information contained in the [Fiscal Year] CAFR fairly presents, in all material

respects, the financial condition and results of operations of the City as of, and for, the periods
presented in the CAFR; and

2. the CAFR does not make any untrue statement of a material fact or omit to state a
material fact necessary in order to make the statements made, in the light of the circumstances
under which they were made, not misleading.

Chief Financial Officer
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APPENDIX G — GLOSSARY

Avrbitrage

With respect to municipal bonds, arbitrage is the profit made from investing the proceeds of tax-exempt
bonds in higher-yielding securities.

Assessment

A charge levied against a parcel of land for the benefit that is generated by the underlying improvement

project, or in certain cases public services. The governing body of the entity levying the Assessment must
make a finding of special benefit in order to validate this process.

Backloading

Debt repayment is scheduled towards the back-end.

Assessment District

A Special District formed by a local government agency and includes property that will receive direct
benefit from the construction of a new public improvement or, in certain cases, from the maintenance of
existing public improvements.

Community Facilities District

A common and popular type of Special Tax district that can fund ongoing maintenance services, capital
projects, or both. It is allowed under the Mello-Roos Community Facilities Act of 1982 and California
Government Code Section 53311 et seq.

Conduit Financing

A financing in which the proceeds of the issue are loaned to a nongovernmental borrower who then
applies the proceeds for a project financing or, if permitted by federal tax law for a qualified 501(c)(3)
bond, for working capital purposes.

Continuing Disclosure

The ongoing disclosure provided by an issuer or obligated person pursuant to an undertaking entered into
to allow the underwriter to comply with SEC Rule 15¢2-12.
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Debt Service

The total interest, principal and mandatory sinking fund payments due at any one time.

Debt Service Reserve Fund

An account from which monies may be drawn to pay debt service on an issue of bonds if pledged
revenues and other amounts available to pay debt service are insufficient. The size of the debt service
reserve fund and investment of monies in the fund/account are subject to restrictions contained in Federal
Tax law for tax-exempt bonds.

Electronic Municipal Market Access (EMMA) System

The EMMA system created by the MSRB is a comprehensive, centralized online source for market
transparency data, educational material about the municipal securities market, and free access to
municipal disclosures. Effective July 1, 2009, EMMA became the single, official repository for
continuing disclosure documents as a result of changes mandated by the SEC in December 2008.

Escrow Agent
With respect to an advance refunding, the commercial bank or trust company retained to hold the

investments purchased with the proceeds of the refunding and, customarily, to use the amounts received
as payments on such investments to pay debt service on the refunded bonds.

Generally Accepted Accounting Principles (GAAP)

A widely accepted set of rules, conventions, standards and procedures for reporting financial information,
as established by the Financial Accounting Standards Board.

Government Accounting Standards Board (GASB)

A standard-setting body, associated with the Financial Accounting Foundation, which prescribes standard
accounting practices for governmental units.

Joint Powers Authority

A public authority created by a joint exercise of powers agreement between any two or more
governmental agencies. The authority may be given power to perform any function which both parties to
the agreement are empower to perform and which will be of benefit to both parties.
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Municipal Standards Rulemaking Board (MSRB)

An independent self-regulatory organization established by the Securities Acts Amendments of 1975,
which is charged with primary rulemaking authority over dealers, dealer banks, and brokers in municipal
securities.

Nationally Recognized Municipal Securities Information Repository (NRMSIR)

NRMSIR is an acronym for Nationally Recognized Municipal Securities Information Repository.
NRMSIRs are the repositories for all annual reports and event notices filed under SEC Rule 15¢2-12.

SEC Rule 15¢2-12

A rule promulgated by the SEC under the Securities Exchange Act of 1934 concerning disclosure and
continuing disclosure requirements for municipal securities.

Securities and Exchange Commission (SEC)

A federal agency which oversees and regulates stock, bond, and other financial markets.

Special Assessment

See “Assessment”

Special Tax
A financial charge that is calculated via some type of special tax formula (or Rate and Method of

Apportionment, in the case of a Community Facilities District), and is levied annually on property for a
defined period of years.

State and Local Government Series (SLGS)

SLGS is an acronym (pronounced “slugs”) for a type of U.S. Treasury obligation, the complete name of
which is United States Treasury Securities — State and Local Government Series. SLGS are special
United States Government securities sold by the Treasury to states, municipalities and other local
government bodies through individual subscription agreements. The interest rates and maturities of
SLGS are arranged to comply with arbitrage restrictions imposed under Section 103 of the Internal
Revenue Code. SLGS are most commonly used for deposit in escrow in connection with the issuance of
refunding bonds.
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True Interest Cost (TIC)

A method of calculating bids for new issues of municipal securities that takes into consideration certain
costs of issuance and the time value of money.

Underwriter

An investment banking firm which, singly or as a member of an underwriting group or syndicate, agrees

to purchase a new issue of bonds from an issuer for resale and distribution to investors. The underwriter
acquires the bonds either by negotiation with the issuer or by award on the basis of competitive sale.

Underwriter Syndicate

A group of underwriters formed to purchase (underwrite) a new issue of municipal securities from the
issuer and offer it for resale to the general public. The syndicate is organized for the purpose of sharing
the risks of underwriting the issue, obtaining sufficient capital to purchase an issue and for broader
distribution of the issue to the investing public. One of the underwriting firms will be designated as the
syndicate manager or lead manager to administer the operations of the syndicate.

Verification Agent

A certified public accountant who verifies that sufficient funds are deposited into an escrow to implement
the objectives of the refunding or financing plan.
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